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THE ROBINSON-PATMAN LAW: 
SOME ASSUMPTIONS AND EXPECTATIONS 


BY E. P. LEARNED AND NATHAN ISAACS 


HE first part of the Robin- 
son-Patman Act has _ been 

put forward as essentially an 
amendment to a section of the Clayton 
\ct, further defining the type of price 
crimination condemned therein. The 
rding of the old section is followed 

r as possible and the chief addition 

sa new alternative for one of the ele- 
nts of the offense of illegal discrimi- 
tion, namely, instead of alleging that 
liscrimination complained of may 
bstantially lessen competition or 
| to create a monopoly in any line 
mmerce, it may now be alleged, to 
mplete the description of an offense, 
the discrimination may injure, 

y, OF prevent competition with 
person who either grants or know- 
receives the benefit of such dis- 
mination, or with customers of either 


iperficially, the addition of the pro- 

1 of the competition of the indi- 
tual to the protection of competition 
general and the prevention of mo- 


nopoly does not seem revolutionary. 
The constitutionality of the addition 
may seem to stand or fall with the con- 
stitutionality of the section to which 
it is appended. It may seem like a more 
thoroughgoing provision for the old 
ends, by taking away the impediment 
heretofore encountered in the holding 
of the courts: that the Federal Trade 
Commission was not authorized to act 
in cases that did not affect the public 
welfare, however seriously they may 
have affected individuals. 


Interpretation of the Statute 
Unfortunately, neither the legislative 
history of the Act nor an analysis of its 
terms nor the first intimations of its 
workings will support this superficial 
view. What we actually have before us 
is a camouflaged anti-chain-store act, 
sponsored by one wholesale grocers’ 
association, calculated to check com- 
petition at a crucial point rather than 
to promote it, and concerned with the 
holding back of one class of buyers in- 
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stead of the protection of all buyers 
against the effects of lessened competi- 
tion or of monopoly. Furthermore, in 
spite of the clever use of the words of 
the old act, the “‘amendment”’ has 
nothing in common with its purpose 
and assumes a philosophy directly op- 
posed to the assumptions of the Clay- 
ton Act. 

The purpose of the old Section 2 is 
clarified by its context: it condemns 
one of a series of methods supposed to 
have been potent in the past in trust 
building. To understand this objection- 
able method of price manipulation, one 
needs turn only to the Report of the 
Industrial Commission. Potential trusts 
were found charging widely divergent 
prices in different parts of the country, 
with the obvious expectation of killing 
competition where it was still alive and 
enjoying the fruits of monopoly where 
competition had been killed. ‘The com- 
petition contemplated was, of course, 
that between the discriminating seller 
and other sellers. It was not the com- 
petition among his customers. In fact, 
the whole point of the evil practice 
presupposed that the buyers from the 
discriminator were located so far apart 
that they were not effective competi- 
tors with each other. The object was 
not to protect one buyer against the 
other, but to protect all buyers against 
the schemes of the monopolistic seller 
by keeping alive the competition of 
other sellers to whom these buyers 
could turn. Such sellers were the per- 
sonal devils, and there was no thought 
of fighting the buyers or tying their 
hands in their contest with sellers or 
with each other. The new Act, on the 
other hand, reckons with a new type 
of personal devil, the large buyer, and 
is emphatic about making him equally 
liable with the seller. The recipient of 
the discrimination is viewed as a direct 


or indirect competitor of other buyer 
If he is not—if, for example, the buyer 
between whom discrimination exis; 
are in widely separated parts of the 
country, like those contemplated jp 
the old Section 2—there can be no talk 
of injuring competition between them, 
The new Act has no more concern wit) 
price differentials between non-com. 
peting customers than the old Act had 
with haggling for differentials among 
competing customers. Hence, when we 
read the first clauses of the Act we must 
carry along two sets of meanings for 
“discriminate in price’—one to fit 
with the old words and another to fit 
with the new alternative. 


Civil Section 


When we take into consideration 
the attitude of the old and the new Acts 
toward “haggling,” the cat jumps out 
of the bag. A tirade might easily be 
written against haggling as it is prac- 
ticed in the Orient. On the other hand, 
the possibility of resorting to some form 
of it may be shown to be the ven 
essence of that competition which has 
been eulogized as the life of trade. In 
America we have gotten rid of the 
sordid and annoying aspects of it in 
everyday life by “‘passing the buck” 
to the dealer. It is quite true that the 
retail buyer of a watch does not nor 
mally coax, wheedle, cajole, or threaten 
the dealer into cutting the price. He, or 
she, shops until a place is found where 
it is offered to the best advantage, and 
then it is bought as offered. The reper- 
cussion of this event is found when the 
dealer-purchaser next meets his sup- 
plier. That is the time and place for 
effective negotiation—haggling, if you 
will. It is a painful process. The whole- 
saler doesn’t like it, for obvious reasons 
The small dealer is conscious of hi 
shortcomings in the process when he 
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I must close my doors as a 
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himself to the buyer whose 
promises really count. His 
argument “Tf I cannot 
profit in selling these goods 
[ am undersold by the big 
annot continue selling them, 


iS: 


f giving them up.” His supplier 


i 


impervious to this argument. 


again he has tried to help 
fellow by fighting price-cut- 
the law has told him, in no 
terms, to keep hands off.} 
law itself rushes into the gap 
the little 


rtakes to protect 


rainst the competition of ag- 


uyers by declaring a no-hag- 
e. The big fellow is to be told 
superior bargaining weapons 
avail. He must be ready to 


price (subject to minor adjust- 
paid by the little fellow. Here- 


‘“ Robinson-Patman.” 


en the aggressive merchant 
k to replenish his supply, his 
r or other supplier can stand 


ith his back against the law 


ff all argument with the magic 
Such at 
he supposition of those who 
haggling. But can we check 
without checking competi- 


£39 


Here we have obviously departed from 
the old philosophy and tried to save 
men from the ravages of competition. 
But once more the draftsmen of the 
Act have been very adroit. They do not 
condemn in words the injury of certain 
competitors. They still talk as if the 
thing condemned is injury to com- 
petition. It is unlawful to engage in 
price discrimination the effect of 
which may be to injure, destroy, or 
prevent competition with certain per- 
sons. What is the difference between 
hurting the corner grocer as an incident 
of competition with the chain and hurt- 
ing his competition with the chain? If 
the corner grocer must lop five cents 
off the marked price of a can of peas to 
meet competition, he is hurt, but is 
his competition hurt within the mean- 
ing of the statute? If the answer is 
“‘ves,” then the wording of the statute 
is grossly misleading. It is an anti- 
competition statute slipped into the 
anti-trust laws. And since it stops com- 
petition at the level where it is most 
effective in American business, the only 
level where aggressive buying makes 
inroads on fixed prices, it amounts to a 
repeal of the anti-trust policy in a very 
important part of American business. 
Logically, it may be argued, of course, 


Have we not poured out the baby 
bath-water? 
petition may be an evil. Perhaps 
and this may be such a 
mpetition (or certain phases 


that there is a distinction between 
hurting a competitor and hurting his 
competition with someone. The differ- 
ence may be one of degree. Only when 


ight to be checked. It may be 


protect competitors than to 
ompetition, for competition 
nature hurts competitors. 

it has been considered 
bsque injuria, because of the 
od flowing to society from 
suffered by the individual. 
s at last reflected in the legislation of 

w upheld in the Supreme Court of 
states (Old Dearborn Distributing Co. v. 


his capacity to compete is taken away 
is the result obnoxious to this statute. 
What is condemned is a kind of busi- 
ness mayhem, the destruction of a 
competitor’s fighting members, rather 
than an ordinary hurt. Much as that 
interpretation would limit the scope 
of the Act, and difficult as it would 
fi. SF te CX 


i 


[Dec. 7, 
trade- 


Seagram-Distillers C 
1936]), making price cutting 
marked goods unlawful. 


on branded 
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make the proof of the offense in any 
event, there is something to be said 
for it. It involves a recognition of the 
possibility that competition which is 
too successful tends to destroy com- 
petitors and thereby to end competi- 
tion. And so, paradoxically, the saving 
of competition may call for the partial 
checking of competition at some stage. 

Once before this in the history of the 
anti-trust laws was there an opening for 
the recognition of this possibility. 
When Section 5 of the Federal Trade 
Commission Act declared unfair meth- 
ods of competition unlawful, it might 
have been possible to say that while 
the anti-trust laws in general demanded 
the preservation of competition, this 
section was of the nature of a proviso, 
indicating that nothing in the law made 
competition so sacred as to render its 
excesses free from attack. Curiously, 
this view of that section has never been 
popular, and the whole thing came to 
be just another detail in the anti-trust 
law. Those practices which tended to 
restrict competition or to create mo- 
nopoly were called unfair methods of 
competition regardless of the fact that 
they were at times neither unfair nor 
methods of competition. It is at least 
doubtful whether the Federal Trade 
Commission will read the present act 
as a check upon excessive or destruc- 
tive competition. They are quite likely 
to read it so as to carry an irresistible 
presumption that a discrimination in 
price between competitors carries with 
it the tendencies that make it unlawful, 
without taking the trouble to say which 
of the three anti-social tendencies is ac- 
complished by the particular discrimi- 
nation complained of. The burden is 
placed on the discriminator to show 
either that it has none of these effects 
or that he can take shelter under one of 
the narrow provisos. This course is all 


CVIEW 


the more likely as the criminal staty;. 
makes no requirement of any particyls; 
tendency or effect in the crime of dis. 
crimination, and because this elemen: 
of the civil statute will not stand up ir 
any event under a very careful reading 
Someone has dropped in the word 
““knowingly”’ where it makes no senge 
As it stands, the guilt or innocence of 
the discriminator does not depend op 
his knowledge, but it is conditioned jz 
certain cases on the state of the know 
edge of the person who receives the 
benefit of such discrimination. Thus, i 
a canner deliberately sells to a large 
wholesaler at 50 cents a dozen and toa 
small wholesaler at $1 a dozen, knov- 
ing exactly what he is doing and bring- 
ing about a gross inequality betweer 
their respective customers but without 
apprising either of the price to th 
other, that canner is nevertheless guilty 
of no offense because it cannot be said 
(in the absence of additional extraneous 
facts, such as a particular competitive 
relation with another canner) that he 
has injured the competition of anyone 
with any person who either granted 
(i.e. himself) or knowingly received 
(there being no such person bj 
hypothesis) the benefit of such dis- 
crimination (unless again, extraneous 
circumstances may establish other cross 
currents of injured competition, not 
necessarily present or provable, such 
as that between the small wholesaler 
and the larger one viewed as a customer 
of the grantor). It is, to say the least, 
difficult to foresee the complications 
that the word may throw into an) 
particular case, or how it may limi 
the Federal Trade Commission 
other complainants in their selection 
of cases. In any event, it is unusual 
make the guilt of the discriminator 
depend on the state of knowledge © 
the beneficiary. 
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t us look at the provisos: there are 


of them in the first paragraph, 


ne proviso on the first proviso. In 


ve these follow the old Section 2 
sely, but as they are some- 
more comprehensive it is inter- 
that they include some new 
‘s to and limitations on the old 
the Act, intended probably 
the new. Thus, the man who 
toward creating a monopoly or 


intially lessens competition can 


ses 


id by way of confession and 
e “changed conditions” under 
1, or “‘meeting actual compe- 
’ under Section 2, or the exemp- 
f a cooperative association under 
n 4. The provisos, of course, need 
en be consulted until a prima 


ise is made out. Some opinions 


been expressed about the language 


provisos that overlook the very 
ot a proviso. There is no point 
ng about due allowances for 
s in cost as a limit of differen- 
allowed unless we first establish 
‘re is a discrimination of one of 
is prohibited in the first part of 
raph. In other words, the Act 
the amount of 


( 
17 
i 


no limit on 


rentiation in price allowed where 


the undesired effects listed is 


lived. And even where any or all of 


undesired effects result from a 
ination, it is nevertheless a law- 
if it makes only due allowance 
as explained, subject to the 

nm the proviso concerning a 
ceiling if 


discount 
by the Federal 


one is 
Trade 
yn. 
il Section 
ve so far attempted to inter- 
‘first section of the Robinson- 


Act, which now becomes 
2 of the Clayton Act. Very 
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carelessly this was laid end to end with 
an entirely different bill dealing with 
similar subjects from a different angle, 
with curious results. These other sec- 
tions seem pretty clearly not to become 
a part of the Clayton Act. Yet when 
they use such words as “‘commerce”’ 
without definition, it seems necessary 
to take over the definitions of the Clay- 
ton Act. How much, if anything, is to 
be read into the criminal section to 
define the nature of the 
discrimination? At first glance it may 
seem reasonable to read all the de- 
fenses, provisos, and limitations of the 
civil section into the criminal section. 
Thus, if one has the defense that he 
had made special concessions or allow- 
ances to meet actual competition, it 
seems unreasonable to say that he is 
beyond the reach of the civil arm of 
the law but nonetheless subject to 
criminal prosecution. Yet when we 
contemplate the other side of the pic- 
ture, the reading of additional offenses 
into the criminal section, the matter is 
not so clear. Suppose a quantity dis- 
by the Federal 


defense of 


count ceiling is set 
Trade Commission: can one be prose- 
cuted criminally for ignoring it? No, 
the criminal statute, except for such 
aids as the defining of commerce, must 
be read by itself, even though in so 
reading it we fail to find any prohibi- 
tion against simple price discrimination. 
All that is there prohibited in the perti- 
nent first clause is the use of certain 
methods of discrimination: namely, by 
means of discounts, rebates, allowances, 
or advertising service charges granted 
to one purchaser and not equally 
available to competitors. This omission 
of any reference to price discrimination 
is probably not accidental. The sub- 
ject is clearly mentioned in the next 
another (dis- 
between The 


clause in connection 


crimination localities). 
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theory of the Act seems to be that the 
criminal section will beat the bushes 
and by preventing certain subterfuges 
will drive the discriminator out into the 
open to be dealt with there by the 
Federal ‘Trade Commission. 

Thus, the two statutes that have 
been placed side by side in a last 
minute compromise are not commen- 
surate. At most, they are comple- 
mentary. The business man must avoid 
at his peril what either prohibits. This 
view makes the list of prohibitions 
very great, because the criminal section 
has no limitation based on the social 
or individual effect of any discrimina- 
tion. It is enough if there is a dis- 
crimination accomplished in one of the 
indirect ways listed between competing 
customers. Taken at its face value, this 
statute means that even those dis- 
criminations that are allowable under 
the civil act must be accomplished in 
some other form than by means of any 
of the four types of allowance listed 
here. 

Assumptions Underlying the Act 

Reduced to these low terms, the Act 
reveals several thinly covered assump- 
tions, some of business fact and some 
of theoretical propositions, a few of 
which may profitably engage our atten- 
tion before we launch into an examina- 
tion of the probable effects of the Act. 

The first assumption is that certain 
acts of business men connected with 
the classification of customers and 
discriminations among them are sus- 
picious, or at all events that they 
serve too readily as screens for im- 
proper conduct, and that they serve no 
good purpose worthy of being weighed 
in the balance against this danger. 
Among these business acts are the 
giving of the types of rebates, allow- 
ances, discounts, and advertising-serv- 
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ice charges that the criminal sectio, wit! 
abolishes altogether as means of dj. clin 
criminating among customers. But j; 
addition to these suspected practice: Me ¢asi. 
the civil part of the Act makes sjmijj:; com 
assumptions about brokerage and prog. ket, 
essing allowances, commissions, and jy 
fact every type of adjustment that th 


legislators could think of, given wn 
one customer and not to all othe; MB the) 
“equally,” to use the terminology of tor 


the criminal act, or “on proportional); 
equal terms,” to use the corresponding 
phrase of the civil act. 

A second general assumption is that men 
it is not enough to protect competition prir 
in general, but that it is desirable t 
protect specific instances of competitior 
from injury or destruction and that th 
protection of such instances can be ac- 
complished consistently with the pres- 
ervation of competition in general. @ 
This assumption involves the further bign 
assumption that it is one thing 1 u 
protect a particular bit of competitic: teal 
from injury and a very different thing I 
to protect the competitor from t 
necessity of competing, and that the the ¢ 
difference is clear enough to enable 
tribunal to say precisely at what point 
the protection of the competitor must 
cease in order to keep competition alive 
or, viewed the other way, at what point 
competition must be throttled in order 
to keep a competitor’s capacity alive. 

There is a third general assumption 
one against the desirability of bigness 
in business, and particularly against 
the desirability of permitting the large 
buyer to use his powers as such t 
wring price concessions from manufac- 
turers and wholesalers. Such an as 
sumption hits the chain stores 
particular. 

The present enactment of Congres: 
though it never mentions chain stores 
or their purely intrastate competition 
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al grocers and druggists, is the 
‘a long agitation against the 
The feeling against them can 
be understood. If they buy their 
jities outside of the local mar- 
they deposit their moneys in 


; in the big cities, if they hire their 


nportant help from parts of their 
anization distantly removed, if 
place local competitors whose 
ave been in a community from 
t of mind, if they bring in their 
, accountants, real estate brok- 
irance agents, and advertising 
out of town and get their 
done and their equipment 
national centers, it is quite 
tandable that public feeling may 
against them and their ene- 
y easily suggest that they are 
rce of all evil in our economic 
[he general suspicion against 
adds fuel to the charge. Fur- 
re, as compared with the local 
whom they displace, they are 
| to be impersonal and unneigh- 
(he manager’s authority as to 
tension of credit or the cashing of 
r the granting of personal 
distinctly limited by rules 
t are quite likely to offend the 
\uxiliary Society of this or 
its annual collection of dona- 
parties and suppers and fairs. 
ganda emanating from unfriendly 
has not always stuck to these 
truths. It has without founda- 
ised chain stores of deliberately 
“seconds” and partly empty 
| misbranded boxes. It is, there- 
lificult to understand why a 
tates have passed several vari- 
' anti-chain-store legislation. 
takes the form of prohibiting 
ns from operating drug 
re often it takes the form of 
natory taxation. Some of these 


statutes have been declared uncon- 
stitutional, but enough of them have 
stood to force upon chain stores in 
many states serious problems. 

A fourth general assumption might 
be described as the impersonality and 
uniformity of sales. It is assumed that 
the relation of buyer and seller is a 
touch and go relation; that it is no 
legitimate concern of the seller what 
happens to the goods after the buyer 
has received them; that the business of 
one customer is as good and valuable 
as that of another. The assumption 
goes further, perhaps, and presumes 
that inclusion in the advertising or 
window display or campaign of any 
buyer’s store is no more or less desir- 
able than inclusion in that of another, 
and that, therefore, any dealing with 
one not equally or proportionally 
opened to another is a discrimination 
deliberately camouflaged. One might, 
if he really feels differently about it, go 
the whole length of refusing to deal 
with a customer deemed undesirable, 
but if he prefers to deal with a man, we 
must assume that that man’s patronage 
is exactly as good as that of any other. 

Allied to this assumption is what 
might be described as the assumption 
of the nakedness of sale. A sale is some- 
times defined as the transfer of a title 
for a price. In reality, a contract for 
the sale of goods may and almost in- 
variably does contain other clauses, the 
reliability of which must vary with 
the person from whom they emanate. 
There are, for example, in the simplest 
case the implied warranties listed in 
the Uniform Sales Act. A warranty of 
fitness for a purpose coming from a 
reliable business house noted for its 
liberal policy of ‘‘making good”’ may 
be infinitely more valuable than the 
same warranty flowing from a fly-by- 
night vendor with no reputation or a 
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bad one. But the actual contracts may 
and do differ, even in the absence of 
words, by reason of habits and usages 
of business houses or the customs of 
trades or localities. The purchase of 
some articles under some conditions 
may carry with it agreements for 
inspecting, sorting, marking, packag- 
ing, protecting, transporting, setting 
up, adjusting, servicing, demonstrat- 
ing, instructing, giving opportunities 
for trials, or any of a dozen other ex- 
pensive services from the seller to the 
buyer, and there are possibilities of 
almost infinite variation in their com- 
binations, their costs, and their values. 
It is true that for convenience business 
lumps these as “overhead” and fails to 
adjust prices in individual cases to 
them. It does not generally keep ac- 
counts that would enable it to do other- 
wise. Yet it does not follow that these 
elements of cost are matters of indiffer- 
ence or that they may not constitute 
clear, though invisible, and weighty, 
though imponderable, reasons for re- 
sisting the imposition of a rigorous 
one-price policy. As usual, the formula 
““A sale is a sale” is fallacious. The 
language of the Act recognizes the pos- 
sibility that certain elements may 
affect costs of manufacture, sale, or 
delivery—it is difficult to say whether 
the two possible causes mentioned are 
sufficiently comprehensive to cover all 
important matters, namely, differences 
in quantity and methods of sale and 
delivery—but it must be borne in mind 
that the statutory recognition of differ- 
ences is recited in one solitary connec- 
tion, namely, under a proviso which 
comes into consideration after a prima 
facie case is made out. 

There are many minor assumptions 
of the statute, all doubtful, that can 
be mentioned only in passing: e.g., that 
business can develop and apply a cost 


accounting system to answer the ques. 
tions raised in the first proviso; that th. 
fewness of competitors in a particula; 
bracket makes it unjust to recognize 
that bracket as a class by itself: tha: 
there is or may be deception in desjp. 
nating fees or deductions as commis. 
sions, brokerage, or discounts, an; 
that these are at times given for othe; 
considerations than services rendered 

The importance of taking thes 
assumptions into consideration is mari- 
fold. If some of them are false, amenc- 
ments to the Act may be necessary t 
make it workable. For example, if the 
accounting postulated in the cost claus 
is not feasible, such a result would {o- 
low. Misapprehensions as to other mat- 
ters may result in the discovery that 
what looks like a reasonably definite 
standard or a proper canalization of 
delegated authority is hopelessly vague 
Thus, the direction to the Federal 
‘Trade Commission to ascertain at what 
point the smallness of the number of 2 
certain type of buyer renders “differ- 
entials on account thereof unjust 
discriminatory”? may turn out to be 
unguided delegation, with all the ser- 
ous consequences that the Supreme 
Court attaches to such delegation in 
the Schechter case.* Again, if any o! 
the assumptions underestimate the 
importance of certain business realities 
these may arise to assert themselves in 
curious ways. Thus, if it is discovere¢ 
that the services of a broker upon 10 
tense analysis can be listed and ap- 
praised under the approved head 
“services,” it may come about that 
the allowances therefor are increased 
rather than diminished. Or, an analysis 
of the cost of selling in small quantities 
may show that some small buyers have 
heretofore enjoyed the result of shilt 


24. L. A. Schechter Poultry Corp. v. United State 
295 U.S. 495, 55 S. Ct. 837 (1935). 
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head to big buyers. Finally, if 
the assumptions, particularly 
vils existing or threatened, are 

ssly exaggerated, they may 
he whole Act or large portions 


ite nugatory. 


WI 


robable results of the Robinson- 
law may be grouped into (1) a 
lass that represents the main 

f the promoters of the bill 

, secondary class that includes 
hich may or may not have been 
1 or foreseen by the sponsors of 
It may be helpful to list the 


} 


results seriatim. 


evention of discriminations that 
mpetition (as in the original Clay- 


ion of discriminations that 
sate monopoly (as in the orig- 


Act). 


evention, subject to certain pro- 


ar 


+ 


liscriminations that injure, de- 
prevent competition with any 

either grants or knowingly 
he benefit of such discriminations, 
istomers of either of them (new 


ntinuation of price variations for 


lities different in grade and quality 


lifference is substantial and recog- 
good faith. 
Permission of price differences on 


i 


f single grade and quality sold to 
eting users or markets. 


jual treatment, subject to certain 
ns, of all buyers in competition on 


4 


equal grade and quality. 


‘revention of different prices on 


le and quality of merchandise 


different manufacturer’s (or seller’s) 


DD 


i 


mes. 
sible prevention of different 
same grade and quality for a 


turers brand and a distributor’s 


9. Permission of price discriminations 
(but no requirement) if differentials make 
only due allowance for differences in the 
cost of manufacture, sale, or delivery 
resulting from the differing methods or 
quantities in which such commodities are 
to such purchasers sold or delivered. 

a. Prevention of differential for quantity 
or method exceeding the difference in 
cost traceable to the particular buyer. 
Prevention of discrimination for a 
particular customer equal to the 
whole saving in cost resulting to the 
seller’s entire volume of business as 
augmented by that customer’s pat- 
ronage (practically preventing pricing 
on the basis of increment costs). 

10. Prevention of false brokerage. 

11. Prevention of payment of anything 
of value to or for the benefit of a customer 
for any services or facilities furnished by 
the customer unless such payment or 
consideration is available on proportion- 
ally equal terms to all other competing 
customers. 

12. Prevention of discrimination in favor 
of one purchaser against another purchaser 
by contracting to furnish or furnishing 
service or facilities upon terms not accorded 
to all purchasers on proportionally equal 
basis. 

13. Provision of liability for buyers who 
knowingly induce or receive a discrimina- 
tion which is prohibited. 

14. Requirement that burden of proof 
be placed upon the person or firm against 
whom a prima facie case has been made out. 

15. Protection of producer or consumer 
cooperatives. 

16. Improvement in the position of small 
independents. 

17. Development of a new optimum size 
for chains, etc., based upon operating 
efficiencies other than bargaining efficiency. 

18. Prevention of period or cumulative 
discounts not based on costs. 

19. Encouragement of price publicity; 
prohibition of price changes customer by 
customer. 

20. Prevention of favored treatment of 
selected customers on deliveries, notices of 
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proposed price changes, etc., as indirect 
discriminations within the meaning of the 
law. 

21. Prevention of the operation of dual 
function firms, such as those doing both 
a retail and a wholesale business. 


Some of the points in the foregoing 
list are self explanatory; others require 
comment. 


Brand Problems 

That differences in prices should be 
permitted on products of single grade 
or quality sold to noncompeting mar- 
kets or users is almost self-evident. 
One has to strain the interpretation of 
the word “‘competition”’ to conclude, 
for instance, that a department store in 
its sales of piece goods is really in com- 
petition with the dress manufacturer 
who uses similar cloth bought at a 
lower price from the same source. Or 
take the case of Manufacturer A who 
sells a fabricating part to Manufacturer 
B at a price high enough to cover labor, 
material, and all overhead cost. He 
should not be considered as violating 
the Act when he sells the fabricating 
part at a lower price to Manufacturer C 
who uses it in a noncompeting product. 
C may not be able to pay more for the 
product, or he may be able to buy it 
from another source at that price but 
prefers to purchase from A. As long as 
A receives his out-of-pocket costs for 
material and labor and some contribu- 
tion to overhead, he may find it to his 
advantage to make such sales. There 
are other situations where manu- 
facturers who desire national distribu- 
tion for products may be forced to sell 
at slightly lower prices in some geo- 
graphic regions than in others. If this is 
done in order to create monopoly or 
to drive competition out, it is a viola- 
tion of Section 3, but, on the other 
hand, if it has no connection with these 


things but is the result of lower jp. 
comes in some sections than in others, 
or if it represents the absorption 4 
freight as a means of entering a distan: 
market, it does not appear to be ; 
violation of the law. It is true tha 
manufacturers who follow such policies 
do not make the same unit profit oj 
sales to different customers; however 
the business man attempts to adjust 
his prices so as to produce the largest 
net profit for his establishment: the 
sale of a part of the production at les 
than other parts may increase the 
aggregate net profits. 

In the interpretation of point 6 on 
equal treatment of all buyers who are in 
competition, the important problem is: 
Who are in competition? Are whole. 
salers and chain stores in competition’ 
Certainly not directly since the chains 
do not seek the same customers as 
the wholesalers, but indirectly the 
customers of the wholesalers are in 
competition with the retail units of the 
chains. If the manufacturer sells t 
both chains and wholesalers at th 
same price, there has been no di: 
crimination even though the inde- 
pendent retailer may be harmed by the 
fact that the chain frequently is able t 
perform the integrated functions o! 
retailing and wholesaling more econon- 
ically than the functions can be per- 
formed by the independent wholesaler 
and independent retailer. If the whole- 
saler receives a lower price than the 
chain, the chain may have difficulty 
proving that in its retail operations t 
has been hampered in competition by 
the customers of the wholesaler. 0! 
the other hand, if the chain receives 
lower price than the wholesaler, th 
customers of the wholesaler may pre 
ceed against the manufacturer. This 
list of possibilities might be extended, 


but it is enough for the purpose of this 
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n to indicate that the business _ produced in the same grade and quality 
| on “who are in competition” along with the manufacturer’s regular 
iderable bearing on what cases advertised brand. In these instances 
brought under the law. the distributor assumes the burden of 
iness men are likely to be dis- | sales promotion and in view of the fact 
iif they are to be prevented from __ that the cost of doing such a job goes 
diferent manufacturers’ brands with the task, the buyer expects to 
| grade and quality at different obtain a lower price than another 
es. There are many business reasons customer pays for the manufacturer’s 
manufacturers or middlemen use brand of equal quality. Does the 
prices. Occasionally a manu- Robinson-Patman Act permit the 
r prefers to meet price competi- _— granting of a lower price to the pur- 
an advertised brand, for chaser of the distributor’s brand? The 
periods at least, by selling law is not clear upon this point unless 
product under a little known the phrase “‘methods ... in which 
the seller may seek to charge such commodities are sold”” may be 
trafic will bear by offering construed to cover such a case. The 
brands of the same thing to maximum amount of this differential, 
classes of customers. These — which may be expressed as a percentage 
raise the question of how, or as an amount per unit, should not 
product of the same basic _—_ exceed, it would appear, the promo- 
| quality can be made a differ- _tional costs incurred by the manu- 
t. Will a change in package _facturer in developing the sales of his 
lucts different in the opinion own brand. Each seller who faces this 
mmission and the Courts? Is _ private brand problem must decide as 
name a differentiating char- a matter of business policy whether the 
> The reasoning in the Good- _ sale of his own brand or brands will be 
may indicate that it is not. harmed by granting so large a differ- 
vht changes in specifications ential. There is a difference of opinion 
ferences in products that per- among business men, furthermore, as to 
ences in prices? If so, the law the soundness of selling distributors’ 
circumvented. There is little | brands in competition with the manu- 
edent as yet upon these  facturer’s brand, but the fact is that 
cases that may arise it is many companies have so much pro- 
» that the consumers’ or indus- ductive capacity that they actually 
’ view will carry considerable follow this policy. The private brand 
the determination of the buyer, on the other hand, should be 
is if consumers are able to warned not to trade upon the reputa- 
the essential similarity in tion of his source of supply, or he may 
nd grade of two products find himself charged with part of the 
lifferent manufacturer’s brand advertising cost of the manufacturer. 
en a discrimination in price ’ ; 
jure the customer who pays the Cost Differences 
ice. The proviso allows price discrimina- 


tproblem is similartotheone tions when justified by certain cost 
idered, except that the private _ differences. Thus, if a seller makes a 


sale to some distributors is discrimination in price which actually 
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injures one customer and _ benefits 
another, this discrimination appears to 
be perfectly legal, provided that it is 
based only on differences in the cost of 
manufacture, sale, or delivery resulting 
from the differing methods or quantities 
in which the commodity was sold or 
delivered. This clause was qualified by 
a ““however”’ proviso that the Federal 
Trade Commission may set maximum 
quantity limits where it finds that the 
number of available customers is so 
few as to render differentials unjustly 
discriminatory or promotive of monop- 
oly. This proviso does not permit the 
Commission to fix the amount of such 
differentials. Perhaps the Commission 
may save some “injured” firms but 
probably not so many as the authors of 
the proviso had in mind. On permis- 
sible price differences the following 
extract from a committee report is 
illuminating: 

As between purchasers in equal quanti- 
ties, for example, where one takes multiple 
store-door delivery, and the other single 
warehouse delivery, with consequent sav- 
ings in trucking or other delivery costs to 
the seller, that saving may be expressed 
in a price differential. Or where one places a 
single order calling for periodic deliveries 
over an extended period of time, whereas 
the other places smaller successive orders 
requiring more frequent and therefore more 
costly salesman solicitation, such a differ- 
ence in cost may be expressed in a price 
differential. Or where one customer, devoid 
of storage facilities, requires spot deliveries 
during the rush of the season, for which the 
manufacturer must produce in advance 
and store himself in order to make the 
fullest utilization of his plant capacity; 
while another customer orders for delivery 
in off seasons, handling the storage himself 
and saving the manufacturer that cost, 
such a saving may be expressed in a price 
differential. 

Such a difference cannot be claimed on 
the basis of a difference in cost in the seller’s 
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entire business with and without the p, 
r 


chases of the customer in question. If bi 
purchases so increase the seller’s volume 
as to make possible a reduction in anes 
cost upon his entire business, other cys. 
tomers are entitled to share also in the 
benefit of that reduction. The differentia) 
granted a particular customer must be 
traceable to some difference between hin 
and other particular customers, either jp 
the quantities purchased by them or in the 
methods by which they are purchased or 
their delivery taken. 


Brokerage and Other Allowances 


On one point, that of brokerage, the 
conference report seems strangely at 
odds with the words of the Act. The 
conference report says in substance that 
the bill prohibits an allowance by the 
buyer direct to the seller or by the seller 
direct to the buyer, and it prohibits ; 
payment by either to an agent or an 
intermediary acting, in fact, for or in 
behalf of or subject to the direct or 
indirect control of the other; yet the 
law says that a payment or grant of 
value as a commission or brokerage is 
unlawful except for services rendered in 
connection with the sale or purchase, 
etc. Without doubt, many Congressmen 
believe that a buyer cannot render a 
brokerage service to a seller; but that 
conclusion does not accord with busi- 
ness fact, and the exception provided 
by the law gives business an opportun- 
ity to prove that actual services are 
rendered for which the seller can pay. 
The elimination of false or secret 
brokerage so far as it exists clearly is to 
be commended. 

The eleventh and twelfth points on 
advertising and other allowances are 
causing difficulty for business because 
of the ambiguity of the phrase “pro 
portionally equal terms.” There is some 
evidence in committee reports 
indicate that any service contracted 
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be rendered and must be 
to the person making the 


e. There can be no objection 


points. One statement went 


when it was suggested that in 


ng value reference may be 
the buyer’s equipment and 
satisfy the terms of the offer. 
rt to the House stated that the 
1s designed to prevent the 
n of such allowances to single 
ers on the ground that they 
furnish the service or facili- 
the quantities specified. When a 
r can furnish them in less 
but of the same relative value 
is intended to accord him the 
sim.jar allowance commensu- 
those facilities. Other Con- 
imply that the best test of 
lly equal terms is the 
the purchase of the buyer. 
tical effect of the phrase has 
p many allowances, whether 

t were little more than price 
ns, or those that were genuine. 


f U/nit 


an be little doubt that the 

y purpose of the law was to 
hen the position of the smaller 
lent stores and, if possible, to 
vay the bargaining efficiency of 
rge chains or department stores, 
ple. It was the apparent inten- 
Congress, however, to preserve 

e institutions their operating 
Whether one thinks of 

res, department stores, or 

r houses, he may safely con- 
institutions have 

hed a firm place in American 
nic life on a basis of some special 
that consumers have _ been 
to pay for. The mail-order 
gue at one time aided large num- 


4 


+ 


these 


ol the people to have access to 
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shopping facilities and it permitted 
many consumers to obtain lower prices 
by that method of purchase. The 
development of transportation facili- 
ties—notably street railways, rapid 
transit, automobiles, and good roads— 
permitted department stores to become 
important purveyors of fashion mer- 
chandise and staples. Their vast stocks 
provided an ample assortment for 
customers and their credit, delivery, 
and merchandising policies made a 
strong appeal to women especially. The 
chain stores and more recently the 
supermarkets have won_ significant 
places in retail distribution because of 
their ability to sell at lower prices. 
There is little doubt that the combina- 
tion of retail and wholesale functions 
under one ownership gave them lower 
operating expense ratios than the com- 
bined ratios of comparable independent 
retailers and wholesalers. Some of the 
lower prices attributed to chains or 
other markets were attained because 
the consumer assumed some of the 
tasks, such as delivery or credit, for- 
merly rendered by other stores. One 
wholesome result of these forces, at 
least from the consumers’ point of 
view, was the pressure placed upon 
independents to adopt new operating 
methods. New forms of cooperation 
between wholesalers and retailers on 
merchandising and promotional meth- 
ods have enabled both sets of institu- 
tions to exist in competition with the 
corporate chains. 

It is well to remember, however, that 
a business unit which may have reached 
its first advantages over competitors 
through types of operating efficiency 
resulting from new combinations of 
functions may have continued to grow 
and seem to become more efficient, 
whereas in reality its advantages in its 
later stages may have actually been 
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bargaining efficiencies exercised in the 
purchase of its requirements in the 
market. Such a business unit may still 
seem to be growing toward a greater 
optimum size or at least seem not to 
have passed the optimum size. If these 
larger units have obtained bargaining 
advantages, as undoubtedly many of 
them have, then such a law as the 
Robinson-Patman bill, which is de- 
signed to reduce such bargaining ad- 
vantages, may bring about a change 
in the optimum size of such enterprises. 


Secondary Effects of the Law 

This law, like many others, may lead 
to results not necessarily anticipated 
by its framers. A list of secondary con- 
sequences which may not have been 
intended by the authors or may have 
been unforeseen, is as follows: 


1. Increase of distributors’ brands at 
expense of manufacturers’ brands. 
2. Possible increase in price for dis- 
tributors’ brands. 
3. Increase in buying to order on 
specifications. 
4. Adoption of other arrangements not 
strictly “sales.” 
5. Increase in manufacturing by dis- 
tributors. 
6. Shifts in sources of supply. 
a. Contracting by large buyers 
entire output of (small) sellers. 
b. Choice by sellers between classes 
of customers (by function, quantity, 
or method). 
7. Encouragement 
within state lines. 
8. Switch to 
organization. 

9g. Deliberate concealment of prices 
offered to competitors in certain cases. 

10. Increase in practice of confronting 
manufacturers with the lowest prices 
available to large buyers anywhere in the 


for 


to keep business 


cooperative form of 


country. 
11. Discrimination against small-order 


buyers (even though not required)—in- 
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crease of price on small quantities by wide. 
spread use of the quantity discount ide, 
in lower ranges and intensified analy. 
sis of costs resulting from small-scale 
transactions. 

be made on basis of quantity and method 
that is, by character of buying rathe 
by character of customers’ selling. 

13. Possible benefit from the foregoing 
interpretation to retail codperatives tha: 
have not always succeeded in obtaining 
functional status of wholesalers. 

14. Reduction in size of quantity differ. 
entials; effect to increase prices. 

15. Possible increase in 
quantity classes for price purposes. 

16. Disappearance of allowances for 
small merchants because proportiona 
treatment for large firms too costly. 

17. Tightening of differentials now en- 
joyed by small independents who do not d 
their share of advertising and in general 
lean more on manufacturer for ideas. 

18. Cancellation of allowance clauses 
with effect of 

a. Increasing other advertising. 

b. Increasing manufacturers’ profits. 

c. Decreasing prices. 

19. Injury to voluntary chains sponsored 
by wholesalers by provisions affecting 
advertising allowances because of inability 
to force members to fulfill terms of con- 
tracts negotiated. 

20. Reduction in use of demonstrators 
and P.M.’s (“push money” for salesmen 
because of difficulty of proportional treat- 
ment. 

21. Prevention of variations in deliver) 
service (either delivered or f.o.b. prices 
legal but may be requirement for uni- 
formity on one or the other). 

22. Practical necessity that cash dis- 
counts be uniform. 

23. Risk of unproportional treatment 0! 
customers in assignment of engineering 
assistants, factory or missionary salesmen, 
to aid distributors in making sales. 

24. Discontinuance of, or separate 
charging for, every service now assumed in 
sales transactions according to buyers 


thao, 
(nal 


number 
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as labeling, packaging, credit, 

irance, loading, transportation, 

instructions, warranting, servic- 

ndence, etc. 

uragement of more elaborate 
costs of (a) products, (b) 
customers, (d) territories, 


lfalls to (a) advertising men, 
intants, (c) lawyers, (d) govern- 
rtments and officials, (e) trade 
f) middlemen in_ general 
ent of brokers). 
rease in cost to government for 
and to business either for 
irrent practice or in determina- 
t is “fair” practice. 
ility of more legislation of 
especially to stop modes of 
1 evasion mentioned above. 
irtailment of activities of organiza- 
lizing on buying. 
r Brands 
disagreement among com- 
as to the effect of the law 
utor brands. If the law suc- 
reducing advertising allow- 
id to chain stores, department 
other institutions, it may 
1 to provide an incentive for 
ributor to increase the sales 
ipon his own brands. Simi- 
listributor has an incentive to 
wn brands when and if the 
ts in an increase in prices on 
turers’ brands. There is a 
y, however, as indicated by 
nd point in the list, that pri- 
1 buyers may not be per- 
obtain as large a differential 
isly because manufacturers 
ncertain whether they can give 
te brand buyer the whole sav- 
romotional cost attributable to 
d of buying. If they cannot, 
ikely to be a boomerang even 
olesalers who proposed it. Im- 
isers of private brands, how- 
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ever, will not surrender their position 
without a struggle. The recent valida- 
tion by the Supreme Court of state 
fair trade acts that legalize resale price 
maintenance will cause many institu- 
tions to extend their private brand 
activities as far as possible. Such buyers 


will seek new sources that produce 
principally for private brand accounts. 
The attempt to develop private brands 
may also result in more buying by 
specification to order and less store- 
branding of the standard product of a 
manufacturer. If the large distributors 
are handicapped in finding sources that 
will sell standard merchandise at a 
substantial price reduction below the 
price for the manufacturer’s brand or 
if there should be a shortage of all- 
private brand suppliers, the distrib- 
utors may try further ventures into 
manufacturing. It is true that such 
action challenges business manage- 
ment because there have been so many 
combinations of manufacturing and 
retailing which have not worked par- 
ticularly well. It is reasonable, how- 
ever, to expect that 
distributors will try the experiment. 
Thus the small independent will have 
to meet as much price competition as 
he did before the law was passed. 


some of the 


Evasions 

The small retailer or wholesaler may 
lose a reliable source of supply if manu- 
facturers decide to confine sales to one 
class of buyers rather than run the risk 
of violating several parts of this law. 
Some manufacturers are able to dispose 
of their total production through a 
single channel of distribution or class 
of customer. Many firms, however, 
deliberately try to avoid the risk of 
dealing only with large customers by 
making sales to both large and small 
companies. In other cases this practice 
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is followed because the producing 
capacity is in excess of the require- 
ments of one of the segments of the 
market. A reshuffle, brought about by 
the new law, hardly is desirable if it 
forces the retailer to lose a reliable 
source of supply, or if it has the effect 
of causing manufacturers to concen- 
trate their risks on large customers 
only, or increases the costs of those who 
solicit trade from small customers only. 
Some manufacturers or wholesalers 
may decide to keep business within 
state lines. Thus the law may actually 
interfere with interstate commerce and 
prove a check on competition by re- 
ducing the number of sources of supply. 
This likelihood involves the para- 
doxical turn in the use of the power 
that was given to Congress to keep the 
channels of interstate commerce open 
Some of the large buyers are likely 
to try to force prices down by confront- 
ing manufacturers with the lowest price 
available to the large buyer anywhere 
in the country (point 10). A large or- 
ganization has facilities for shopping 
on a larger scale than a small company. 
It should be able to locate little 
manufacturers here and there who are 
willing to quote exceptionally low 
prices on their merchandise. It is possi- 
ble that the quantity involved may 
actually be relatively small. The buyer, 
nevertheless, may use this price as a 
basis of bargaining with other sources, 
attempting, of course, to induce the 
large supplier to meet competition. 


Functional Differentials 

Several times the suggestion has been 
made that differentials may be based 
only on cost savings arising from the 
quantity or method of purchase. Thus 
trade discounts and other functional 
differentials would be illegal except as 
they may be justified by differences in 
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quantity and method. At one stage i; 
the passage of this law there was 
provision: 


- 


That nothing herein contained shal 
prevent or require differentials as betwee: 
purchasers depending solely upon whethe; 
they purchase for resale to wholesalers. +, 
retailers, or to consumers, or for use ‘ 
further manufacture; for the purpose i 
such classification of customers as wholesales; 
or jobbers or retailers the character of the 
selling of the purchaser and not the buying 
shall determine the classification, and any 
purchaser who, directly or indirectly, 
through a subsidiary or affiliated concern or 
broker, does both a wholesale and retail 
business shall, irrespective of quantity pur- 
chased, be classified: (1) as a wholesaler op 
purchases for sale to retail dealers only 
not owned or controlled, directly or indi- 
rectly, by the purchaser, and (2) as 3 
retailer on purchases for sale to consumers 
This was a vicious provision because it 
classified customers entirely by the 
character of their selling. The chain 
grocery or chain drug company that 
both acted as retailer and performed 
the wholesale functions of storage, 
delivery, etc., was to be classified as a 
retailer. Pressure from several sources 
succeeded in having this provision 
dropped. It may be that all that 1s 
left is classification according to the 
character of the buying, that is, by 
quantity or method of purchase or 
delivery. 

If this view proves to be the correct 
one, then there is likely to be a sub 
stantial overhauling of the pricing 
practices of business, and in the process, 
the small group of wholesale groce! 
whose lobby was so effective in securing 
the passage of the bill may find then- 
selves injured. It is probable, moreover 
that the purchases of small wholesaler: 
are more costly for the manufacturer t 
handle than the purchases of some 
chain stores that compete with the 
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assumption be 


allowed, 


the wholesalers; if this 


the 


ld be given a lower price 


ave 


ce 


( 


I 


T) 

r 

c 
yh 


1ad added 


the chains. 


wholesalers. Thus, after the 


his mark-up 
retailer his also, the retailer 


3ut since 


rices substantially higher 


the 


granted to the chain was 
and method, 


pon 


quantity 


ild be no violation of the law. 
possible protection for the 
tailer then would be for the 
to set Maximum quanti- 
would not permit so much 
for the chain. The power of 


nission to do 
the fact that there is con- 
mpetition among the chains. 
hardly so few in number as to 
thin the scope of the “‘how- 


Vi 
law means that all differentials 
based on the character of the 
hat is, quantity or method, 
lying cooperatives that have 
to obtain a 
status as wholesalers may 
ible through the pooling of 
» obtain better prices. The 
organization 
this movement to some 
so far as it does develop, 
esalers who sponsored the law 


+ 


) 


been unable 


( 


} 
‘ 


i) 


f effective 


e injured. 


Differentials 


this may 


be 


14.and 15 relate to the number 
of quantity differentials. 
by some commentators 


erentials to be ‘‘fair”’ 
tablished for many 


rue 


On 


A A 


+ 


1 


c 


7 


4 


| 


A 


should 
quantity 


the other hand, manufac- 


e 


that the use of many 


lasses is frequently unwise 


r 


Lne 


resulting 


Variation 


in 


resale prices leads to confusion, and 
obstructs the flow of merchandise into 
the hands of consumers. In the discus- 
sion on number of quantity classes, 
insufficient attention is given to the 
fact that many business men have had 
bitter experience with quantity scales 
based on the individual order. Often a 
buyer refuses to reorder in smaller 
quantities unless he can obtain the 
merchandise at the original larger- 
quantity price. Either the manufac- 
turer makes a concession which violates 
the whole principle of the scale, or his 
sales are disrupted. There are many 
situations, no doubt, in which a rigid 
adherence to a quantity scale would 
force purchasers to buy in_ larger 
quantities than formerly, thus reducing 
the costs of handling merchandise and 
possibly enabling some customers even- 
tually to reduce prices. There are other 
instances, nevertheless, where initial 
purchases are substantial and repeat 
orders, though small individually, are 
large in total. This is true of style goods 
for which a customer will continue 
reordering in small quantities so long as 
there is a sale for the commodity. 
Under such conditions the manufac- 
turer cannot afford to use a price 
policy that upsets well-established and 
well-founded buying habits of his 
customers. 

It is reasonable to expect that prices 
will be increased as a result of the 
adoption of smailer differentials, partly 
because business men will not wish to 
give either the Commission or cus- 
tomers an incentive or chance to probe 
into the facts on costs. Once a case is 
started the burden of proof is on the 
discriminator, and he may be forced in 
his own defense to disclose confidential 
costs that would be of interest to 


competitors. 
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Other Effects and Dislocations 

The sections requiring proportionally 
equal treatment of customers are likely 
to cause both good and harm. Advertis- 
ing and other allowances will be 
scrutinized more fully with regard to 
their real value to the seller. Some 
allowances have already been cancelled 
and other forms of advertising have 
increased. In some cases manufacturers 
have used the savings from advertising 
allowances to increase net profits. Few 
instances are as yet discernible where 
the cancellation has been used to 
decrease prices all around. The volun- 
tary chain, bargaining for such allow- 
ances, may be placed at a disadvantage 
in comparison to the corporate chain 
because of the inability to render 
comparable service to the manufac- 
turer. Heretofore some of these organi- 
zations have been as keen bargainers 
as the regular chains, but with the 
new tests implied by the law and its 
legislative sponsors, manufacturers may 
not be disposed to give the voluntaries 
as much as formerly. One authority on 
voluntary chains has stated in a recent 
book that frequently a deal with the 
head office of a voluntary requires 
considerable supplementary activity 
on the part of missionary salesmen of 
the manufacturer to make the deal 
effective with member wholesalers and 
with their customers. Obviously, if 
a manufacturer gives the big buyer an 
advertising allowance, the little fellow 
may come in for his small share, but 
suppose the little fellow receives a 
petty allowance or aid or service, some- 
thing, let us say, that costs $5, to 
brighten up the tobacconist’s shop—a 
sign, a window display, a stationary 
cigar lighter, some books of matches 
printed with his name. What is there to 
prevent the very big dealer, who can 





get along very well without such aid 
from demanding a very huge allowane. 
“‘on proportionally equal terms.” T}, 
little man’s obvious defense that th. 
benefit given to him does not tend: 
create a monopoly, or to interfere w;: 
competition in general, or to injur 
destroy, or prevent competition wit! 
him, may not always be so clear 
particularly as these terms are stil 
waiting their first judicial interprets. 
tion. Be that as it may, Section 3 of the 
Act has no such limitations. It prohibis; 


any of these results can be shown. The ver) 
really significant aspect of this dangers t 
not that the statute will be used to cut 
both ways, but that the fear of it wil con 
cut off the petty helps to the little 
fellow entirely. In some trades it may Rol 
be very difficult for him to operate 
without such aids. 

Terms of sale relating to deliveries 
or credit are not mentioned specificall) 


will consider that they are covered by a: 
the words “indirect discrimination i: 
price.”’ It appears that either f.o.b. o1 
delivered prices are legal, provided the 
seller follows a uniform policy. On cas! 
discounts there are several interesting 
possibilities for violations of the law 
Does the customer who knowingly takes 
an unearned cash discount thereby 
engage in a price discrimination? Has gran 
the manufacturer who has offered 
10% cash discount to all customers 
discriminated against those who ar 
financially unable to accept it within fact 
the specified time limit? Do different 
datings constitute price discrimin 
tions? Must a seller take into act 
the different capacities of customers t 
accept the benefit of anticipations’ 

The emphasis placed upon analysis 
of costs for quantities and method 
purchase may be a boomerang 


+ 
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The Kobinson- atm an Law 


aler. It is not impossible that Summary and Conclusions 

¢ at dni sinece WI > —_ . 
edb cntatachich: doing business with the The Robinson-Patman Act suffers 
aler who buys from hand to 


from many causes of ambiguity: it pre- 
be found greater than any 


. ve tends to be what it is not when it puts 
heretofore made in favor forward a check on competition in the 
uyer. Letters have already guise of an anti-trust law; it combines 
ht in which allegations on for the sake of compromise what are 

have been put forward and really two statutes independently de- 
hardship cast upon the small veloped without making any effort to 

One wholesale drug company, render them consistent; it assumes a 

mple, has announced to small great many general propositions about 
its practice of selling and _—_ business practices, some of which at 


to them at regular prices least are obviously untrue; and it 
quantities ordered fromtime attempts to extend the Federal power 


over matters that have heretofore been 
considered purely intrastate. 

3ehind all this doubt and confusion 
we discern a desire to remove an evil. 
That evil is the abuse of competitive 
power. In other words, the statute is 


must be looked upon as dis- 
ry and therefore as a special 
nn to those dealers which is in- 
with the requirements of the 
Patman Act. One may sus- 
such a letter is dictated by Me 

: ih based on the recognition that com- 

to get rid of an annoying petition is not necessarily at all times 
nd that this statute is looked ; + ¢ - ; 
and in all its manifestations a social 
nvemient scapegoat. — good. But while serving this major 
ft the results of the purpose, an experiment of this kind 
Patman law is the risk that must be carefully watched for its in- 
¢ more legislation in its wake cidental results, its social and economic 


least ¢ 


vasions such as have been dislocations, its pressure upon business 

in this discussion. For in- to seek new escapes for the purpose of 
Representative Patman has avoiding if not evading new pressures. 

hat he may introduce a bill In the case before us, the crop of these 
manufacturers from going incidental aftergrowths seems quite 
se likely to be one of major proportions. 
Therefore no matter how deep our 
sympathy with the victims of the 
aggressiveness of powerful competitors, 
no matter how receptive business may 
be to the spirit of the Act, or how willing 
it may be to restrain itself, to refrain 


That is part of his pro- 
rotect the small fellow. There 
of preventing distributors 
into manufacturing. Even 
tegration of retail and manu- 
tions has not been par- 


essful in this country and ae . 
7 / , from troublesome litigation and tale 


nip . bearing or from hiding behind the 
rgued that business should be words of the law, the obligation none- 
periment further along these theless lies at the door of the govern- 

would seem to be especially ment to put this piece of legislation in 


tinctly limited in scope, it 


ng as there is any possibility such shape as to minimize doubts and 
total costs of production dangers; in a word, to canalize it 


ution may result. between safe banks. 








THE PROBLEM OF ADMINISTERING THE ROBINSON. 
PATMAN ACT 


BY MELVIN T. COPELAND 


UST as the hard times which fol- 

lowed the crisis of 1873 produced 

the Granger laws and led ulti- 
mately to the Federal regulation of 
railroad rates, so the depression of 
1929-1936 led to the passage of the 
Robinson-Patman Act. The struggles 
of sellers to dispose of their wares in a 
period of slack demand aggravated the 
practice of granting discriminatory 
terms, particularly to large buyers. Re- 
sentment against “big business” was 
prevalent, as it usually has been in hard 
times. Certain trade interests were 
eager, perhaps shortsightedly, to secure 
legislative assistance in curbing the 
activities of competitive institutions. 
Hence the stage was set for the passage 
of this act, aimed at preventing dis- 
crimination in prices on goods sold in 
interstate commerce. 

A general breakdown of business 
machinery may be counted upon to 
produce new attempts at business regu- 
lation. It makes no difference whether 
the breakdown is caused directly by de- 
ficiencies in business management or is 
the product of public speculation or 
mistaken government policies; to allay 
political and social unrest, at least a 
gesture of ‘“‘doing something” must be 
made by the legislators. Hence busi- 
ness enterprises must submit to more 
regulation in return for the privilege of 
surviving hard times. 

It is not with the history of business 
regulation, however, that I intend to 
deal here. Instead I propose to examine 
the problem of administering regula- 
tory legislation as it is exemplified in 
this new act. 
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The United States is notable both 
for the enormous grist of legislatio; 
ground out continually by 48 state eg 
islatures and the Federal Congress an 
for a tendency on the part of the publi 
to pay little heed to many of the laws 
that are passed. The American disre. 
gard for law is a product in part of the 
mere mass of existing laws, many oj 
them uncodified, obsolete, or crudely 
conceived. A lack of respect for law als 
is a tradition coming from the colonial 
and pioneer eras—from the Boston Tea 
Party and from squatter-settlement, 
fur-trapping, and gold-digging days. In 
addition to those influences there is als 
another—a failure of administration t 
keep pace with legislation. In public 
affairs, as well as in business activities, 
some of the major problems are those 
of administration, but the science of 
administration has been particularly 
backward in its development. The Rob- 
inson-Patman Act exemplifies the prob- 
lem of public administration, at least 
in the field of business regulation. 


Administrative Responsibility 

What this legislation will accomplish 
hinges largely on how the Act is a¢- 
ministered by the Federal Trade Com- 
mission. It can remain practically 4 
dead letter, like many another law on 
our state and Federal statute books; it 
can be administered in a narrow, vacil- 
lating manner, so as to become a nul 
sance to business and of little beneil! 
to the public; or it can be handled iné 
broad, constructive manner benefici4 
alike to business and to the publi 
Which of these paths is to be followec 
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not on the Congress, which has 
ed its task at least for the pres- 
t on the Courts, which will have 
1 to pass on certain legal inter- 
ns as cases are brought before 
but on the agency to which the 
stration of the law is specifically 
d. 
n the Clayton Act was passed by 
in 1914, as a supplement to 
rman Anti-Trust Law, one of its 
was to eliminate unfair dis- 
tions in prices for merchandise 
interstate commerce. In 22 
wever, little was accomplished 
it provision of the act. The 
es in the phraseology of the act, 
rendered enforcement difficult, 
tuted one reason for this lack of 
nlishment. Another reason, and 
y a much more influential one, 
apparent lack of interest on the 
the Commission, until very 
in enforcing that provision. 
y 20 years strong key cases 
selected or handled in the 
n a strategic manner. The Com- 
n busied itself rather with prose- 
f firms attempting to maintain 
ices, with cases brought under 
leral Trade Commission Act 
k the misrepresentations of 
oolen jobbers, cosmetic manu- 
, and the like, and with other 
of more immediate political 
The new act can be made ef- 


to different interpretations at several 
points; but those points of confusion 
appear to me to be of secondary impor- 
tance. In principle, the mandate to the 
administrative agency seems to be defi- 
nite and clear cut. The heart of the 
Act is the clause which forbids dis- 
crimination by a seller in price, either 
directly or indirectly, between pur- 
chasers of commodities of like grade 
and quality. The remainder of Section 
1 of the Act consists of the usual pre- 
amble, enforcement provisions, and 
clauses which aim toqualify, strengthen, 
and interpret the main clause. 

Section 2 of the Act is concerned with 
the status of cases on which proceed- 
ings were in progress under the Clayton 
Act when this new law was enacted 
and with the procedure to be followed 
in handling those Section 3 
makes discrimination in selling prices 
a criminal offense, subject to fine and 
imprisonment. Section 4 provides that 
a cooperative association shall not be 
discrimination in 


cases. 


deemed guilty of 
prices by paying dividends to its mem- 
bers. Inasmuch as Section 3, with its 
stringent criminal liability, is phrased 
in different words, without a repetition 
of all the qualifications stated in Sec- 
tion I, it potentially gives rise to a 
series of complicated, technical legal 
questions. Furthermore, Section 3, as a 
criminal statute, is enforceable by the 
Department of Justice. Hence there is 


a division of responsibility between 
two government agencies for the en- 
forcement of this law. This calls for a 
working agreement between the two 


ive only by a much broader and 
definite administrative policy 
vas applied to the administration 

> Clayton Act. 


Robinson-Patman Act amends 
2 of the Clayton Act and ap- 
| course, only to interstate com- 
The phraseology of the new act 


administrative agencies. If such an 
agreement is reached, it is fair to as- 
sume that for some time to come crimi- 
nal action will be taken only in cases 
of particularly flagrant violation and 
that for practical purposes the primary 


volved and it possibly is open administrative mandate is that stated 





1595 


in Section 1. On this assumption the 
following discussion centers around the 
problems of administering Section 1 of 
the act. 

In order, presumably, to bring the 
law more readily within the chain of 
court decisions on the anti-trust laws, 
the new act, like its predecessor, con- 
tains the qualifying provision that dis- 
crimination in prices shall be illegal 
‘““where the effect of such discrimina- 
tion may be substantially to lessen 
competition or tend to create a monop- 
oly in any line of commerce.” The 
limitation of that qualification should 
prove to be no serious handicap to the 
Commission in formulating its policies 
for enforcement of the law. On other 
counts the anti-trust laws have been 
interpreted liberally. In decisions in the 
Dr. Miles Medical Co. case and subse- 
quent cases on resale price mainte- 
nance, for example, which also came 
under the anti-trust laws, the Supreme 
Court has taken cognizance of the prac- 
tices of small as well as large enter- 
prises, of patent medicines as well as 
of food stuffs, of dentrifices as well 
as of industrial equipment. The Court 
presumably will be equally ready to 
safeguard the smaller business units in 
all sorts of trades against oppression by 
powerful rivals through discriminatory 
prices even where there is no gross 
threat of monopoly. 

To the above provision a new phrase 
is added in the Robinson-Patman 
Act which makes discrimination illegal 
whenever its effect may be “‘to injure, 
destroy, or prevent competition with 
any person who either grants or know- 
ingly receives the benefit of such dis- 
crimination, or with customers of either 
of them.” The intent of this provision, 
which seems to a layman to be rather 
cumbersome in phraseology, appar- 
ently is to make illegal any discrimina- 
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competitor, to nonfavored customers ‘ 
a discriminating seller, or to competi e ; 
tors of the customers of the recipient oj a 
the discriminatory terms. Inasmuch a ae 
some third or fourth party almost jp. Ne 
evitably suffers as a result of discrimj- 
nation in selling prices, it should bs. ' 
rather a simple undertaking to prove : 
injury under the Act in almost any case 
of price discrimination. , 

The next clause in the Act recognize; ef 
the legitimacy of quantity differentia); 
“‘which make only due allowance fo; 
differences in the cost of manufacture. He 
sale, or delivery resulting from the dif. 
fering methods or quantities in whict 
such commodities are sold or de- 
livered.”’ Inother words, the Act permits n 
quantity discounts so long as they are wal 
merely commensurate with differences Sin 
in the cost of handling the business 
This provision is essential for adminis- 
trative flexibility. 

Then come three new provisions 
especial significance. The first aims ' 
provide a means for dealing with any Ise 
situation in which there are only one or 
a few large buyers who are able to tak 
advantage of unusually high quantity 
discounts. In such a case the Commis- \ct 
sion is empowered to fix quantity lim- 
its. In other words, if large discounts 
are granted to a single powerful buyer 
or a few powerful buyers, in a manner 
which tends to promote the growth oi 
monopoly, the Commission can protec! 
the interests of other buyers by fixing liffe 
quantity limits, to which such dis- n 
counts apply, that are within the buy- Fur 
ing range of other potential purchasers. I 
Thus competition will be kept on 
broader basis. If this provision of the 
act is upheld by the Courts, it will facil- 


tion in price that works an injury t 


itate the administration of the Act, 
since then such discounts cannot be de- « 
fended under the Act merely on the stan 
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economy in handling the 
[his should eliminate legal 
° over cost accounting details 
where the controversy other- 
become highly involved in 

ng technicalities. 
nd of these new provisions 
in substance, that when a 
it has been made and proof 
tted that discrimination in terms 
rred, “‘the burden of rebutting 
rima facie case thus made by 
justification shall be upon 
n charged with a violation.” 
, if the party charged with grant- 
criminatory quantity discounts 
ise his defense on differences 
st of handling the business, he 
ve that his differences in cost 
| the differentials established. 
e simple, straightforward pro- 
marketing is to quote the 
rms to all customers in any par- 
trade category, such discounts 
y will be recognized as fair and 
r, itis fitting that any vendor who 
terms should be obliged to 
them. This provision can be 
a particularly effective man- 
e Commission in enforcing the 


act, like the Clayton Act, 
s the legitimacy of price differ- 
to meet competition. The seller 
to defend a price differential 
ound, however, must assume 
rden of proof to show that the 
ntial was made in good faith to 
ctual competitive situation. 
rmore, the seller can establish 
a differential as meets the 
the competitor. If his discrimi- 
price were to be lower than that 
mpetitor, it would be illegal. 
point is one on which there is 
) be a good deal of misunder- 
nding. It turns on the use of differen- 
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tial prices. If a manufacturer finds that 
a lower price is being charged by a com- 
petitor, he can reduce his price to all 
customers to the competitive point or 
below the competitive point, if he 
chooses, and there will be no legal 
ground for complaint. So long as he 
treats alike all his customers in each 
trade category, there can be no legal 
ground for complaint. When he lowers 
the price to some customers, however, 
and not to others similarly situated, he 
must be prepared to prove the compet- 
itive necessity for his action. The ad- 
ministrative task of the Federal Trade 
Commission is simplified here also by 
having the burden of proof thrown onto 
the vendor who uses price differentials 
to meet competition. 

The third new provision makes it 
unlawful for a buyer “knowingly to 
induce or receive a discrimination in 
price which is prohibited” by the Act. 
Inasmuch as discriminatory terms often 
are granted at the instigation or insist- 
ence of large buyers, it was fully con- 
sistent with the purposes of the Act to 
make such buyers subject to its provi- 
sions. Otherwise many a vendor would 
have been placed in an intolerable 
position; he would have been caught 
between the threats of a powerful buyer 
demanding preferential terms, at no 
risk to the buyer, and the threats of a 
government agency ready to prosecute 
the vendor if the demands were granted. 
Now the buyer becomes guilty if he 
knowingly receives or demands pref- 
erential terms. In order to check one 
of the major forces working against the 
purposes of the Act, effective strategy 
calls for immediate adoption by the 
Commission of a policy of prosecuting 
receivers as well as givers of discrim- 
inatory price terms. 

Other provisions of the new act deal 
with special situations or elaborate on 
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the provisions described above. It is not 
necessary to review all those details 
here. The provisions already cited are 
sufficient to illustrate the problems of 
administration involved. 


Making the Act Effective 

The old act was relatively ineffective, 
as has been stated, primarily because 
it was not keenly and forcefully admin- 
istered. In order that the purposes of 
Congress in passing this amendment to 
the Clayton Act may be fulfilled, the 
formulation and adoption of new ad- 
ministrative policies by the Federal 
Trade Commission are of more practical 
concern than the changes in the law 
effected by the amendment. The Act, 
to be sure, deals with an exceptionally 
large and complicated problem. The 
bulk of the sales made by many'manu- 
facturers, wholesalers, and various 
other types of firms in the United 
States fall within its scope. In differ- 
ent industries trade conditions and 
trade practices vary widely, thereby 
presenting an almost forbidding mass of 
individual situations and_ technical 
details. Established practices of merit, 
furthermore, cannot be disturbed with- 
out risk of business disruption, and the 
courts are not likely to uphold orders 
which would cause radical and arbitrary 
alterations in established practices. 
The Act necessarily is stated in general 
terms, with qualifications that aim to 
make it sufficiently flexible to be work- 
able. Under careless or incompetent 
administration, those qualifications 
may be seized upon cleverly by vio- 
lators of the act to render it futile. 
Hence, the administration of the Act is 
not an easy undertaking. 

For success in enforcement of the 
new act, it will be necessary for the 
Federal Trade Commission to adopt at 
the outset a set of simple principles 


for guidance in its administration, », 
select cases initially which are no 
on the most controversial border ans 
but will serve to set up significant prec. 
edents for the guidance of well-intep. 
tioned business firms, and to presen; 
in a commonsense and convincing 
manner those cases which are appeale; 
to the courts. If cases were to be selecte; 
initially to air some of the long-standing 
animosities of the Commission 
primarily for political effect, the inher. 
ent possibilities of the act for construc. 
tive correction of unsound business 
practices would be nullified. If the case; 
selected for prosecution are not pre. 
sented in a manner to demonstrate 
common sense and sound business 
judgment in the Commission’s orders, 
the results also will be nugatory. 


The Conditions To Be Met 


Let us now examine, therefore, the 
actual business situation which th 
Commission faces and the sort 
platform which might promise success 
in administration of this new act. 

In considering this subject from the 
administrative standpoint, it may be 
helpful to point out briefly the par 
that price policies play in modern bus- 
ness management, to indicate some 0! 
the methods by which prices are varied, 
to define the problem of price dis- 
crimination, and to suggest some of the 
means by which the new act can be 
administered for dealing effectivel 
with that problem. In this discussion | 
shall deal with prices on staple products, 
not with prices on fancy items 
special-order business where the prob- 
lem of price discrimination seldom \ 
acute and where price differentia’ 
often could be defended on the ground 0! 
differences in the quality of goods solé 

Nowadays one of the chief aims 0! 4 
manufacturer is to obtain a smoot, 
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tous flow of merchandise from 
actory to consumers. If such a 
n be secured, the needs of con- 
1re met and regular employ- 
provided for the workers. The 
nust be low enough to induce 
mers to buy. It also must be high 
h, on the average, to cover the 
f the business is to be operated 
ind basis. For the manufacturer 
in a smooth, regular flow of 
ss, furthermore, each customer 
ave confidence in the integrity 
price that is quoted to him. 
istomer deems it necessary to 
ver the price on each transac- 
is likely to place his orders with 
| irregularity, to the disadvan- 
the manufacturer and _ his 

es 
ve presumed to state this ele- 
premise only because of the 
with which it has been 
in some of the “expert” 
ny on price matters in recent 
me of my academic colleagues 
rued about prices as though the 
lay problems of marketing 
tured goods were analogous to 
f selling farm products in the 
th century, when a price for 
ile was arrived at by higgling 
buyer and seller. Some of our 
ment reports also have been 
ited by the same antiquated 
ncepts. They have failed to 
iate the merits of the formulation 
hedules that will facilitate a 
is flow of commerce over a 
market. In certain of its 
the Federal Trade Commission 
a particularly emphatic pro- 
of the higgling theory. If the 
is to be administered effec- 
wever, the Commission must 
the outset that higgling on 
ile is about the surest means of 
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causing price discrimination and that 
the new act can succeed only if vendors 
are encouraged to establish price poli- 
cies and to adhere to them instead of 
higgling on every transaction. The 
higgling theory is not consistent with 
the aims and spirit of the Robinson- 
Patman Act. 

The problem of a business firm in 
determining a price policy, under 
the conditions which exist at the present 
day, is complicated not only by the 
difficulty of ascertaining the price at 
which the goods can be moved regularly 
in substantial volume, but also by 
changes that are taking place in the 
field of distribution. In certain indus- 
tries, for example, department stores 
and chain stores have been revolution- 
izing distribution methods, much as the 
factory revolutionized the old handi- 
craft methods of production a century 
ago. These developments bear on price 


policies particularly in two ways. 


First, during a period of transition, 


many a manufacturer is faced with 
the perplexity of adjusting his price 
schedules so that he can avoid inter- 
ference with the flow of his wares 
through both the old and the new chan- 
nels, where the operating costs are 
divergent. Secondly, some of these new 
distributing enterprises have reached 
such a size as to encourage them to seek 
preferential price treatment by wield- 
ing the “‘big stick.” 

The changing conditions in the field 
of distribution and their bearing on the 
origin of the new act constitute a poten- 
tial pitfall for the administrators of the 
act. For political reasons, especially 
when larger appropriations and bigger 
jobs are at stake, there will be a great 
temptation for the Federal Trade Com- 
mission to attempt to enforce the Act 
with a view to checking the evolution 
of chain stores, for example, rather 





| 
| 





162 Harvard Business ‘Review 


than to aim at eliminating certain 
abuses that have accompanied that 
evolution. At the same time there also 
may be a temptation to avoid applica- 
tion of the act to some of the wholesale 
businesses which have been active in 
promoting this legislation. The founda- 
tion for effective administration can be 
laid only if the Commission determines 
to prosecute all firms guilty of price 
discrimination, whether such prosecu- 
tion hampers or aids a particular type 
of distributing agency, and whether it 
hits friend or foe of the legislation. 
Unfair discrimination in enforcement 
would be even more objectionable than 
the unfair trade practices which the Act 
seeks to correct. 

In order to succeed in its administra- 
tion of the Act, the Commission must 
enjoy the respect and avoid the antag- 
onism of a large body of business men. 
The field is so large and the opportuni- 
ties for evasion are so plentiful that the 
Commission will be able to establish its 
jurisdiction effectively only if it recog- 
nizes certain definite and reasonable 
principles which well-intentioned busi- 
ness firms can apply in their price 
policies. Sooner or later, if it makes any 
administrative progress, the Commis- 
sion will have to decide upon such 
specific situations as the following. 


Forms of Discrimination 


Outright Price Variations. Probably 
the most common type of price dis- 
crimination is that in which the seller 
charges different prices, without the use 
of discounts, on contemporaneous sales 
of like quantities of merchandise to 
customers of the same class. This 
practice is fully as common, I judge, 
among wholesalers as among manu- 
facturers. Where differences in the size 
of the orders occur, the lower prices 
frequently are on the smaller orders. 


An examination of the prices charged 
to different customers by many ; 
manufacturer or wholesaler would Te 
veal a large number of situations ¢, 
which the law could be applied withoy 
serious question. Many of the instance 
of price discrimination in this category 
are of too petty a sort to be taken a: 
test cases in the early stages of the 
administration of the act. Nevertheless. 
there undoubtedly are flagrant  jp- 
stances that deserve prompt attention, 


Trade Discounts. A trade discount js 
a discount that is granted from a list 
price to a particular class of customers. 
A manufacturer of an item sold in drug 
stores, for example, may grant a dis- 
count of 50% to wholesalers and 
discount of, perhaps, 33% to retailers. 
This difference in discounts does not 
necessarily involve discrimination, since 
wholesalers and retailers normally sup- 
plement each other and are not compet- 
itive. The costs of selling to wholesaler: 
are less and the services of wholesalers, 
which cannot be secured unless they 
are protected, may be essential for 
supplying a substantial part of the 
market. The larger discount may be 
granted to chain store companies als 
without discrimination, provided the 
chains take warehouse delivery and 
perform the wholesale function. When 
the manufacturer, however, who dis- 
tributes largely through wholesalers 
without making drop shipments to 
retailers, grants the wholesale discount 
to a chain store company and yet makes 
deliveries to the individual stores of the 
chain, he does indulge in discrimination 
of which the Commission should take 
cognizance. 

The type of discrimination in trade 
discounts to which reference has just 
been made, however, is subtle in com- 
parison to the practice, far more com- 
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undertakes to justify large discounts to 
a favored customer on the ground of 
lower manufacturing costs. The manu- 
facturer’s argument will run something 
like this: He was operating his plant at, 
perhaps, 60% of capacity on orders 
flowing in from his regular customers. 
A large buyer came along and offered 
to give him a substantial order provided 
he would shade his price, say 20%. It 
would be argued that this new order, if 
accepted, would involve little adminis- 
trative expense and no additional 
selling expense. Hence whatever it 
yielded over and above the costs of 
labor, materials, power, and other 
direct costs would be a profit to the 
manufacturer. The savings in adminis- 
trative and selling expense would be 
cited as justification for acceptance of 
the order. Furthermore, it would be 
argued that if this manufacturer did 
not accept the order, some competitor 
would accept it on the terms offered. 
Hence an attempt might be made to 
justify it also on the grounds of meeting 
competition. 

That argument sounds plausible and 
is continually being accepted as valid 
by numerous business concerns. Funda- 
mentally, however, it is shortsighted 
and fallacious. In the first place, neither 
from the standpoint of theory nor from 
that of fair play is there any reason why 
regular customers who place their 
orders early should be penalized by 
being burdened with a heavier share of 
the manufacturer’s overhead cost than 
is borne by buyers who place their 
orders later. On the contrary, if any 
differential in price is to be made in 
accordance with the time when orders 
are placed, there is more reason for 
granting it on early orders than on late 
orders, thereby speeding up _ initial 
production. As a matter of fact, how- 
ever, in a business producing standard 
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merchandise, where a continuous flow 
of orders normally is expected, the 
sequence in which the orders are 
received affords no valid ground for 
differentiating in the distribution of 
administrative and selling costs. 

In the second place, the argument 
advanced above also is invalid because 
it violates the integrity of the vendor’s 
price. The buyers who placed their 
orders early will be handicapped in 
competition with the large buyer who 
receives the extra discount. They very 
likely would not have placed orders as 
they did if they had anticipated any 
such ultimate handicap in competition. 
As to the argument that some one else 
would have accepted the order if that 
particular manufacturer had not taken 
it, a recognition of that argument as 
valid would mean the complete nulli- 
fication of the Act. There can be no 
business stability or integrity and no 
possibility of the elimination of dis- 
criminatory practices where that weak- 
kneed argument is given serious con- 
sideration. If it were to be recognized 
in the administration of this act, then 
the crudest sort of “‘chiseling’’ would 
become a ground on which almost any 
discrimination could be defended. 

The foregoing example illustrates the 
sort of arguments which the Com- 
mission must be prepared to meet if it 
is to achieve the ends which Congress 
had in view when the act was passed. 
The administration of the Act will be a 
pioneering job and the Commission will 
have to be guided by basic economic 
considerations and sound business prac- 
tice rather than by established legal 
precedents. 


Term Discounts. Another type of 
discount, sometimes called a quantity 
discount but actually of quite a differ- 
ent species, is the one whereby the 


discount is granted, not according 1 
the size of the individual order, by; 
according to the volume of purchases 
over a period of time, usually a year 
The purpose of such a discount from 
an operating standpoint is to induc 
regularity of patronage. In othe; 
words, it is a sales promotion device 
I question the effectiveness of such 
schemes. They usually present trouble. 
some administrative problems, and s 
far as my own investigations have gone, 
the amount which such a scheme costs 
would yield greater results if applied 
to some alternative method of promot 
ing sales. Such a discount plan is not 
necessarily discriminatory; neverthe- 
less it can be abused. A scale of term 
discounts can be set up so as to give an 
unfair advantage to large buyers wh 
choose to place small individual orders 
Fortunately for the Federal Trad 
Commission, those business firms which 
use this type of discount in a d 
criminatory manner will have a parti 
ularly perplexing task in attempting 
justify their practice. Here the pr 
sion in the new act that places 
burden of proof on the party com- 
plained against will be especiallj 
effective. 


Cash Discounts. A cash discount 1s 
granted to induce prompt payment 
bills. If cash discounts are varied be- 
tween customers, one receiving, per 
haps, 2% and another 4% for payment 
within 10 days, the result is discrimine- 


tion. A more common example 0! dis- 


crimination in cash discounts is 
situation in which a manufacture! 
offers terms of 2%, 10 days, and then 
permits certain large buyers to take the 
discounts even though their payments 
are made in 20 or 30 days while other 
customers are held to the stated terms. 
Although the amounts involved 
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violations of cash discount terms 
less than in many other forms of 
nation, the Commission may 
nd it advisable to take action 
vill establish a precedent on dis- 
tion by means of cash discounts. 


tising Allowances. One of the 
roblems in marketing is that of 
the gap between a manu- 
r’s advertising copy in national 
nes and consumer action in the 
res in which the goods are sold. 
umer’s interest, awakened by 
ine advertising, may soon die out 
necessary to hunt for a store 
the merchandise. Or, if interest 
partially awakened by the 
ne advertising, it may not be 
action unless the potential 
is reminded of the product by a 
er’s advertising or store display. 
ising of a manufacturer’s prod- 
retailers clinches many a sale 
therwise would be lost. Conse- 
numerous manufacturers with 
retail distribution long have 
led in their terms of sale, in one 
another, provisions whereby 
tailers carrying their products 
mpensated for local advertising. 
that manner, the advertising 
wances are not likely to result 
rimination. Used in other ways, 
so-called advertising allow- 
have become rather notorious 

ls of price discrimination. 
When a manufacturer of a toilet 
e, for example, grants an “‘adver- 
to a large depart- 
re and does not offer a similar 
nce to unit drug stores competing 
» department store, the “‘adver- 
illowance”’ usually is merely a 
med price reduction to a favored 
mer. In the grocery trade, to cite 
rexample, chain store companies 
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have been obtaining “advertising al- 
lowances”’ from numerous manufactur- 
ers during the last ten years which have 
been only thinly veneered price con- 
cessions. The argument typically de- 
veloped by the chain store buyer has 
run something as follows. ‘Window 
space and counter space for display in 
my stores is valuable. If I use it for 
displaying your products, I should be 
paid for that use of my property. If I 
mention your product in my advertis- 
ing copy, the newspaper or handbill 
space involves expense for me for which 
I should be recompensed.” It has 
not been the plausibility of that argu- 
ment, however, but the mere buying 
strength of the chain store company 
which usually has caused the seller to 
yield to such demands for ‘“‘advertis- 
ing allowances.” ‘The manufacturer 
seldom has stopped to reckon whether 
the amount spent for such allowances 
could have been expected to produce 
greater results if utilized in other forms 
of advertising. He also seldom has 
attempted to ascertain how much 
display, if any, his products received 
in return for the “‘allowance”’ or how 
much more display his products re- 
ceived than was accorded to products 
on which no advertising allowances 
were granted. In a few instances manu- 
facturers granting “‘advertising allow- 
ances”’ to chain store companies have 
offered similar allowances to other 
retailers, to avoid indulging in dis- 
crimination, but such cases have not 
been common. Indeed, when such an 
allowance is offered to all buyers, it 
loses much of its attractiveness to the 
big fellow. 

The Robinson-Patman Act aims 
specifically at the elimination of dis- 
criminatory advertising allowances. 
The Federal Trade Commission will 
be expected to take action promptly on 
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this type of discrimination. For admin- 
istrative purposes the Commission can 
adopt as tests of discrimination evi- 
dence as to whether the “advertising 
allowances”’ are granted only to certain 
large buyers and not offered to all 
customers; evidence as to whether 
the vendor undertakes to ascertain 
how far the buyer receiving the “al- 
lowances”’ actually utilizes them for the 
purposes for which nominally they are 
granted; and evidence as to whether 
the buyer gives advertising and display 
space only to those vendors who give 
** allowances.” 


Other Price Differentials. In addition 
to the foregoing discounts and differ- 
entials, prices can be varied between 
customers by means of special prices on 
private brands, dummy warehouse 
charges, split brokerage fees, and 
various other means. Wherever such 
differentials or favors are not offered 
to all customers similarly situated, 
discrimination occurs. The provisions 
embodied in the Act seem to be ade- 
quate for dealing administratively with 
most of these forms of discrimination. 


The Test of Discrimination 


In any of these instances, the Com- 
mission properly can take the position 
that the discrimination becomes unfair 
when it tends to build up one customer 
at the expense of another similarly 
situated; that it is the use of favoritism 
and the yielding to the arrogance of 
“‘buying power,” not substantiated 
by genuine economies effected, which 
gives rise to unfair discrimination in 
selling. ‘The Robinson-Patman Act is 
based on this fundamental principle. 

In retail trade in the United States 
open and uniform prices to all customers 
have become well-nigh universal during 
the last two generations. In manufac- 


turing and wholesale business the sam, 


condition does not exist. Varying Prices | 


and secret concessions are still common 
among manufacturers and wholesalers 
The evils of these practices have beep 
aggravated by the rise of large buyers 
not only retail institutions but manv. 
facturing enterprises as well, which use 
the “‘big stick” to obtain preferenti; 
treatment. Mere size too frequently j; 
productive of arrogance rather than 
economy. Yet where real economy js 
achieved by the large buyer in running 
his business, the fact that the large 
enterprise is economical in its own 
operations does not constitute any valid 
reason why it should be favored wit! 
special price concessions by those from 
whom it buys. 


Secret Differentials 


In this matter of discriminatory price 
differentials, there are, it seems to me, 
two distinct questions. One pertains 
the amount of the differential, the other 
to the secrecy with which the concessio: 
is granted. Much of the public discus- 
sion has centered on the amount of 
the differential. My own view is that at 
the present time the secrecy wit! 
which the concession is granted should 
receive primary attention. Practices 
which will not stand the light are apt 
to be discriminatory. 

When price differentials are secret 


T 


neither buyers nor competitors know 
where they stand. The buyer is appre- 
hensive that some of his competitors 
may be getting a better deal. Conse- 
quently he takes a longer time in bar 
gaining, thus increasing selling costs for 
the vendor and perhaps interfering wit! 
the smooth distribution of his mer- 
chandise. If the buyer is unscrupulous, 
the knowledge or assumption that price 
concessions are to be had leads him 
to attempt to drive a sharp bargail 
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; a most prolific cause for 
eling.”’ The seller who indulges in 
price concessions, furthermore, 
d to be tempted to take advan- 
f his more trustful customers by 
¢ them prices that are unduly 
_to make up for the concessions 
ted to his favored customers. 
the amount of the discount or 
ncession granted in each sale is open 
ad publicly known, the uncertainties 
removed and the opportunities 
“chiseling”’ lessened. Moreover, 
ity of price differentials goes a 
way toward eliminating discrim- 
ry practices. When the facts are 
the pressure from nonfavored 
mers to secure the most generous 
ms granted to any customer is 
nse. Since the publication in 1935 
concessions granted to certain 
iin store companies, for example, 
me manufacturers have been in water 
deep. Their nonfavored cus- 
srs have not been slow in registering 
r resentments. The very care with 
the vendor usually tries to keep 
riminatory terms secret is the best 
lence as to the curative effects that 
1 result from bringing such terms 
t into the open. The reluctance of 
manufacturers and wholesalers 
ive their discriminatory practices 
by the Commission should in 
serve materially to discourage 
e practices. 
suggests a practical means of 
lure for the Federal Trade Com- 
n in administering the new act. 


tcan take the position that any failure 


the part of a vendor to observe 

announced prices constitutes 
that the Robinson- 

Act has been violated. A 
ior announces selling prices for the 
formation and guidance of his cus- 
accept 


If certain customers 
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that announcement in good faith and 
place orders in accordance therewith, 
they fairly can expect that competitors 
buying from the same vendor will be 
granted only the same terms. Hence 
any secret departure by the vendor 
from those terms would be a breach of 
faith with his trustful customers and 
indicative of a violation of the Robin- 
son-Patman Act. 

The Federal Trade Commission can 
greatly simplify and extend the effec- 
tiveness of its’administration of the Act, 
I believe, by making it plain at the 
outset that any failure on the part of a 
vendor to observe his openly announced 
prices, without subterfuge, will be taken 
as an indication that the Act is being vi- 
olated. In so far as varying price terms 
can be brought out into the open, the 
Act will largely become self-policing. 
Many instances of price discrimination, 
especially by direct quotations and 
trade discounts, will be eliminated in 
large measure by the pressure from 
nonfavored customers, if the facts 
merely are made known. Indeed, it 
seems to me that if the Commission 
were to adopt this administrative policy 
immediately and to bend its efforts 
chiefly to securing effective recognition 
of the policy, success in the administra- 
tion of the Robinson-Patman Act could 
be most readily assured. 

The decision of the Supreme Court 
in the Sugar Institute case should 
present no serious obstacle to the suc- 
cessful adoption of the administrative 
policy proposed above. To be sure, in 
that decision the Court stated: “If 
the requirement that there must be 
adherence to prices and terms openly 
announced in advance is abrogated and 
the restraints which followed that 
requirement are removed, the just 
interests of competition will be safe- 
guarded.” In that decision the Court 
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seems to have come perilously near to 
condoning dishonesty in business. Its 
statement, as phrased, might be inter- 
preted to mean that a business firm 
would not be expected to keep its 
word with its customers in observing 
its announced prices. I suspect, how- 
ever, that the real intent of the Court 
was to place its emphasis on its dis- 
approval of the activities of the associa- 
tion in attempting to force observance 
of announced prices, that it was think- 
ing of association activities rather than 
of business honesty. Furthermore, since 
that decision was handed down, a new 
law has been enacted and a test case 
under the new act will present new 
circumstances. If the new case is 
properly presented by the Commission, 
it is reasonable to expect that the Court 
will recognize that any vendor who 
secretly departs from his announced 
prices, when he could issue a new 
announcement for the information of 
all customers, is guilty of dishonest 
discrimination and therefore a violator 
of the Robinson-Patman Act. 

It is possible, of course, that the 
above interpretation of the Supreme 
Court’s decision in the Sugar Institute 
case may be too liberal. Perhaps the 
Court unconsciously was attempting 
to adjust its decision to the modern 
requirements of openly announced 
prices without relinquishing the ob- 
solete theory of price higgling on every 
sale. ‘To guard against that contin- 
gency, the Commission might well! take 
opportunity to call the attention of the 
Court to the obsolescence of the hig- 
gling theory. Higgling on every trans- 
action does not result in a_ nicer 
adjustment of supply and demand, 
but it does produce unfair discrimina- 
tion. Furthermore, higgling on every 
sale is not conducive to effective 
business management. A manufacturer 


or wholesaler typically has sales repre. 
sentatives in many markets. If each 
sales representative were to be per- 
mitted or required to higgle on every 
order, not only would selling costs be 
increased, because of the extra tim 
required for negotiation, but effective 
administrative control would be impos- 
sible. The executives at the home office 
could not possibly pass on each decision 
and the management of the company 
would largely be transferred to the 
salesforce. Chaos would result. 

The size of our business units has 
reached a stage where organization 
and policies are necessary. In fact, in 
order to achieve greater economic 
stability, better business organization, 
more carefully formulated _ busines: 
policies, and more closely codrdinated 
general management is needed. Insist- 
ence on the higgling theory is wholl) 
inconsistent with those needs. Prices 
should be changed as a matter of gen- 
eral policy when market conditions, 
costs, and other factors change, but 
not on the whim or bargaining ability 
of the individual salesman. The genera 
officers of a company, with a view oi 
the whole market and of all the other 
factors involved, are in the best posi- 
tion to reach a balanced decision on 
prices. When the decision is reached, 
it properly should be announced to all 
customers and adhered to until circum- 
stances warrant a new decision. An 
acceptance of this doctrine, it seems to 
me, is fundamental to effective admin- 
istration of the Robinson-Patman Act. 


Preparing against Attacks 


A bitter controversy preceded the 
passage of the Robinson-Patman Act. 
It is to be expected that a long series 
of cases will be taken through the courts 
before the act becomes firmly estab- 
lished in our legal code. In those cases 
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‘ the old arguments as well as 
new arguments will again crop 
will have to be met by the 

| Trade Commission. The at- 
the Act presumably will be 

th on technical legal questions 
on the economic, business, and 
nsiderations involved. Some 
robable avenues of attack al- 
have been indicated. A few more 
well be cited for purposes of 


ration. 


the question of the constitu- 
of the Act will be raised, 


ially with the revived public 


DA 


+e 


‘crimination in selling prices raises 


terest in constitutional matters, is a 


conclusion. Nevertheless, for 


vears we have had a Federal anti- 


1w in force to protect consumers 


inst monopolistic exploitation and 


feruard smaller business units 
oppression by powerful rivals. 


r 30 years the courts have dealt with 


f resale price maintenance 
under the anti-trust laws. 


; great questions with regard to 
stering of monopoly as are raised 


resale price maintenance cases. 
thermore, the right of the Federal 
mment to prevent unfair price 
ing as well as monopolistic price 


has been recognized in the bar 
ites by railroads. On broad 
therefore, the new act in 
is not contrary to accepted 
tutional tenets. 
of the attacks on the Act from 
technical legal points very 
will necessitate further amend- 
lt seems certain, however, that 
ory legislation of this general 
ter is here to stay and that the 
recalcitrant business men accept 
ood spirit, the sooner their rights 


obligations will be clarified and 


legal expenses minimized. The 


administrative agency, by formulating 
and carrying out broad gauge policies, 
can promote this reconciliation. 

Let us turn now to a brief considera- 
tion of some of the controversial argu- 
ments, nonlegal in character, which are 
certain to crop up again in connection 
with the administration of the Act. 

Discriminatory price differentials 
directly affect manufacturers and mer- 
chants. Indirectly they affect con- 
sumers, for whose satisfaction business 
exists. Arguments were strongly ad- 
vanced while the Robinson-Patman 
Act was before Congress to the effect 
that price discriminations are to the 
interest of consumers. To me _ such 
arguments do not ring true. Suppose 
that a manufacturer of a product that I 
will not specify grants a secret discount 
of 25% to a large merchant. That 
merchant may keep all or part of that 
allowance, thus increasing his own 
profits with no benefit to consumers. 
If the merchant does lower his prices 
by all or part of the amount of the 
concession, the consumers who are his 
customers benefit but the consumers 
who buy similar merchandise from 
other merchants do not benefit, and 
may suffer, unless the other merchants 
lower their prices and take a loss. In 
the latter event, when the discrimina- 
tory practice causes the nonfavored 
merchants to sell at a loss, the benefit 
to consumers becomes parasitical. It is 
not sound from either the social or the 
business standpoint to condone dis- 
criminatory practices which give con- 
sumers temporary benefits at the 
expense of honest merchants or manu- 
facturers. The anti-trust laws were 
not passed nor have they been admin- 
istered heretofore primarily as a means 
of lowering prices immediately for the 
benefit of particular groups of con- 
sumers. Low prices all around, not to 
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specially favored groups, have been 
deemed the best protection to the 
interests of consumers. 

Some of the strongest opposition to 
the effective enforcement of this new 
legislation will come from certain large 
retail institutions, which themselves 
sell without any discrimination among 
their customers. If it is proper for 
manufacturers and wholesalers to give 
discriminatory prices, I can see no 
reason why retailers should seek to 
avoid them. Or, if a large retail firm 
chooses to sell its merchandise on 
openly announced prices, I can see no 
logical ground on which it can oppose 
legislative measures that would impel 
manufacturers likewise to sell on openly 
announced prices, without secret con- 
cessions. In other words, on the part of 
some of the opponents of such legisla- 
tion there is grave inconsistency be- 
tween their own selling practices and 
their buying attitudes. A recognition of 
this fact might be useful to the Federal 
Trade Commission in its administra- 
tive procedure. 


Potential Support 

While there undoubtedly will be 
vigorous opposition to the effective 
enforcement of the Act, there also will 
be strong support for it in business 
circles, provided it is administered 
in the spirit of eliminating outstanding 
abuses rather than for the purpose of 
political persecution. In addition to 
the partisan support furnished by 
certain business groups which were 
active in securing the passage of the 
Robinson-Patman Act, there is, I 
believe, a much larger group who 
potentially are moral supporters of the 
spirit of this act. 

Amongst forward-looking business 
men, discontent with the price situa- 
tion has been prevalent for the last 


twenty-five years. That discontep; 
encouraged the passage of the Clayto, 
Act in 1914. During the twenti« 
came the organization of open price 
associations, trade institutes with code; 
of fair practice, trade practice cop. 
ferences, and so on, which aimed y 
eliminating or lessening discriminator 
practices. More recently we have had 
NRA Codes and demands for revisioy 
of the anti-trust laws to permit agree. 
ments outlawing practices deemed up. 
fair. These organizations and effort 
to deal with unfair trade practices have 
taken numerous forms and often have 
presented confusing programs. U>- 
fortunately certain groups of business 
men have sought too frequently to set 
up programs providing for price agree- 


have been interested not so much in 
price agreements as in “‘smoking out” 
underhand price discriminations. In 
practically all of these programs, 
fact, I see an objective, often poor 
defined, of eliminating discriminati 
in prices. I am convinced that there is 
widespread desire on the part of busi- 
ness men to have price discrimination 
tabooed. 

It has been charged that the passage 
of the Robinson-Patman Act was 
the result of the efforts of a sma! 
group of narrowly interested whole- 
salers. ‘That charge may be true in 
far as the lobby work was concerned 
Nevertheless, if many members 
Congress had not sensed a widesprea¢ 
popularity of such legislation among 
their constituents, it is unlikely t 
the lobby work would have attained | 
ends. Consequently, if the Federa 
Trade Commission will adopt a 
and simple program for eliminating 
the most flagrant types of discrimi! 
tion, I believe that it can rally w! 
spread support. 
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ilready has been accomplished 
; industries in the direction of 
thout discrimination. As | 
nted out, most retail business 
is conducted on the basis of 
ounced prices, which gen- 
bserved. In various manu- 
» industries, furthermore, there 
panies which sell entirely on an 
above-board basis, without 
ition. The goal of this new 
n is not untried. Furthermore, 
numerous other companies 
egret their own weaknesses in 
yielded to the temptation of 
discriminatory concessions to 
influential customers. These 
ances strengthen the chances 
success of properly handled 
tration of the new law. 
isiness executives it can be 
that this new legislation 
necessarily present any new 
danger of government in- 
with their operations. In 
lustries any particular com- 
ess it is struggling to keep out 
ptcy, can adopt the practice 
g by means of openly an- 
prices, without secret dis- 
llowances, rebates, or other 
natory devices. If the firm’s 
are reasonable and openly 
1, it should have no fear of 
n by the Federal ‘Trade 
ion. Practices which are sound 
policy and good business ethics 
tirely consistent with the Act. 
earlier that the points of 
nin this act seemed to me to be 
lary importance. I also have 
no space to a discussion of 
3 of the Act, the section which 
violation a criminal offense. If 
t a reasonably simple matter 
siness firm to comply with the 
visions in Section 1 of the Act, 


those points of confustion and the 
criminal provisions of Section 3 would 
possess greater significance than I have 
attached to them. I am convinced, 
however, that most business firms 
need not worry about legal technicali- 
ties and criminal liabilities, if their 
executives have the intestinal fortitude 
to adhere to selling terms that can be 
openly stated to all customers. 

executives will be 
large retail com- 


Some _ business 
apprehensive that 
panies, if unable to obtain special 
concessions in price, will go into manu- 
facturing. Of course, if such a combina- 
tion of manufacturing and retailing 
is economically sound, the most that 
this legislation can accomplish is to 
hasten its advent. If the combination 
is not sound, it is not likely to proceed 
far. As a matter of fact, outside of a 
few specialized industries, very rarely 
has a manufacturing company suc- 
ceeded in the operation of retail stores. 
Obversely, there are few instances in 
which retail companies have prospered 
in any but the simplest sort of manu- 
facturing. In the present state of the art 
of business management, the chances 
for the successful combination of large- 
scale manufacturing and large-scale 
retailing are not great. Moreover, if the 
large-scale retail enterprise realiy de- 
pends for its existence on price con- 
cessions on its purchases, rather than 
on its own operating economies, its 
future existence is dubious. For these 
reasons the administrative agency, it 
seems to me, need not worry that its 
work will be threatened seriously by 
large retailers’ threats of going into 
manufacturing. 

From the standpoint of public wel- 
fare, apprehension has been expressed 
in certain quarters that the general 
adoption by manufacturers and whole- 
salers of a practice of selling on open 
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prices, without discrimination or hig- 
gling, will result in greater price 
rigidity, that prices will not fluctuate 
readily with changing conditions. It 
can be shown that such a result will not 
necessarily follow. There is nothing 
inconsistent in the practice of selling 
at openly announced, nondiscrimina- 
tory prices with the changing of those 
prices as conditions change. That 
merely will call for new announce- 
ments. Suppose that a company which 
has been selling a certain article for 
15 cents, for example, finds that it 
apparently can tap a_ substantially 
larger demand by selling its product at 
10 cents. This act presents no obstacle 
whatsoever to its lowering the price to 
10 cents. The law merely requires that 
the reduced price be offered to all 
competitive customers. Instead of 
checking adjustment to change, such a 
policy should bring about a more 
orderly adjustment. When changes are 
made secretly, price confusion results 
and business slackens since buyers are 
uncertain as to what the market price 
really is. Orderly change, through 
known alterations in prices, will 
promote rather than check economic 
prosperity. Hence if the Act is intelli- 
gently administered, the results will be 
advantageous from both the business 
and the social standpoints. 

By this mandate the Federal Trade 
Commission has been given a great 
responsibility and also a great oppor- 
tunity for bringing about more whole- 
some conditions in American industry. 
The Act cannot be enforced without 
some evasions. It undoubtedly will 
need clarification on some points by 
legislative amendment or court deci- 
sions. Nevertheless it is based funda- 
mentally on a doctrine of price policy 
which has been gaining wider and wider 
acceptance in business in this country. 
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The success which the Commissiop 
achieves in fulfilling its mandate yj! 
depend upon its ability to formulate 
and execute policies in conformity with 
that basic doctrine. 


Administration 


To one interested in the genera! 
subject of administration, the problem 
of administering the Robinson-Patmar 
Act presents a close analogy to prob- 
lems of business administration. |p 
this case the administrative agency j; 
limited by the law from which it 
receives its mandate, just as a busines: 
administration is always limited }y 
certain factors, such as the size and 
equipment of its plant. In the preceding 
discussion no attempt has been made 
to go into the costs of administering 
the Act, but the public administrative 
agency obviously has to work within 
certain financial limits—as determined 
by legislative appropriation, just as 2 
private administration must iit its 
plans to its financial resources. As the 
preceding analysis has indicated, the 
public administrative agency, in carry- 
ing out its mandate, needs to analyze 
the forces at work and the conditions 
to be met in much the same manner 
that foresighted business executives 
diagnose the situations with which they 
are responsible for dealing. From this 
analysis it is possible to ascertain 
where the conditions to be met and the 
forces at work focus, and thereby t 
define the major problem or problems 
which must be handled effectively fo 
the proper performance of the adminis- 
trative task. In this discussion, further- 
more, an attempt has been made t 
outline a general plan of action ' 
dealing with the focal problem. | 
parallel procedure would be followed ! 
handling a major problem in private 
business administration. 
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the general plan of action has 
ided, then come the tasks of 

¢ up and training the organization 
carrying out the master plan, of 
rmining the timing and sequence 
yves to be made, and of provid- 
means of following through the 
ormance of the members of the 
whom the detailed 

yn the plan is assigned. I have not 
lertaken to discuss these latter 
cts of the administration of the 


Robinson-Patman Act, but it is ap- 
parent that, if the mandate is to be 
fulfilled, they will be quite similar to 
the administrative procedure in private 
business administration. 

The Robinson-Patman Act, there- 
fore, presents a broad-gauge problem 
in administration. The insight and the 
foresight with which the Federal Trade 
Commission handles this administra- 
tive problem will determine, in large 
measure, the outcome of this legislation. 
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HE Social Security Act of 1935 

marks the most comprehensive 

program of social insurance and 
welfare aid ever enacted at one stroke 
by any democratic nation. In Germany, 
where the movement first began, it 
required roundly fifty years, and in 
Great Britain well over twenty-five, to 
develop piecemeal and with frequent 
amendments as experience accumu- 
lated, their measures for social security. 
The United States accepted the prin- 
ciple of social insurance in workmen’s 
compensation against accidents about 
three decades ago. But with that the 
movement stopped. True, before the 
depression 44 states had provided aids 
of one kind or another for mothers with 
dependent children, while 10 had 
passed old age pension laws. Many 
of these laws, however, were not man- 
datory, and all of them still remained 
within the old system of poor relief. 
It was only during the depression that 
we embarked on new social policies, 
embarked swiftly and comprehensively. 
Federal responsibility for unemploy- 
ment relief came in 1932-1933; the 
Social Security Act—projecting two 
forms of social insurance and five 
forms of welfare aid—in 1935. 

It is small wonder, with so little 
experience of our own to go by and 
with the inevitable haste and pressure 
under which it was enacted, that 
serious defects should have been writ- 
ten into the security law as it now 
stands. Yet a dispassionate review of 
the events leading to the passage of the 
law raises legitimate questions whether 
a sounder measure could not have been 
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drafted and enacted. However tha 
may be, the important thing now is x 
realize the exact nature of the defec: 
of the law. This calls not for complete 
condemnation but rather for seeking 
ways by which the law can be improved 


The Case for the Social Security Act 

The principle in public policy which 
the Act establishes is, in my opinion, a 
sound one—the principle that the total 
community must within its resources 
make provision in an orderly and digni- 
fied way to cushion for workers the 
impact of industrial hazards not only 
beyond their control, but also, with the 
present state of knowledge, frequent}; 
beyond the control of individual man- 
agement. Yet there are signs to shiow 
that business generally has not 
cepted the validity of this principle for 
contemporary American society. This 
is unfortunate, for nothing would 
appear more essential in the years 
ahead than for business men to under- 
stand the interrelations between ever) 
individual enterprise and the whole 
social process of modern life. 

Looked at from this angle, “socia! 
security’? emerges as a compensator} 
mechanism by which the community 
seeks to maintain some equilibrium 
as a going concern when work rov- 
tines are temporarily disrupted. Soci 
anthropologists have made clear the 
significant role that such _ routines 
play in integrating primitive societies 
Though it is always more difficult t 
view any aspect of our own communa 
life as one interacting function 19 ‘ 
particular cultural whole, we can 


see 
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lem in a more orderly and dignified 


most modern men when the 

is or the business fails, income 
hen income stops, the going 
tines are disrupted; when going 
itines are disrupted, unless sub- 
utines exist, cultural dis- 

n begins. Under conditions 
by modern technology, more- 

rk routines are subjected to 
ompelling both continuously 
ating changes and an extreme 
pendence of each man to all 
e resulting large-scale organi- 
life and work further separates 
lividuals from all sources of 
save the highly specialized, 

led, short-time job. When that 

1 man for any reason, he may 

1 on his normal place in the 
nity. The depression years have 
red both the bitter personal 
and the disintegrating social 
tialities of such mass insecurities. 
measures as unemployment 

e and old-age pensions, more- 
may be of immediate value 
lividual business establishments. 
orry and a feeling of insecurity 
ffect seriously the morale of 
earners is a matter of general 
vation, and recent studies have 
y shown how output curves 
ite with the intangibles determin- 
state of mind and social organi- 
of workers on the job.! It is 
bear in mind, moreover, that 
lity the social insurance program 
necessarily project new costs. 
ime immemorial the community 
ken care of dependents through 
aid and neighborly assist- 
poor laws and private charities. 
| insurance provides for the prob- 


Whitehead, Leadership in a Free Society. 
Harvard University Press, 1936, pp. 


strong, Insuring the Essentials. New 


way. 

It might be argued that, granting 
the need for a more orderly way of 
budgeting for the needs of dependency, 
it would be preferable for industry 
voluntarily to establish unemploy- 
ment and old-age benefit plans. The 
evidence is clear, however, that com- 
petitive conditions are such that rela- 
tively few, and only those in a strong 
financial position, will undertake such 
costly programs on a voluntary basis. 
Authoritative studies show that an 
exceedingly small percentage of wage 
earners were covered prior to the 
enactment of the present law through 
voluntary schemes. Thus by 1931 less 
than 160,000 workers were covered 
by unemployment benefit plans in 
this country, or well under one per cent 
of the population which would be 
eligible for unemployment insurance.? 

A final and fundamental factor in 
determining attitudes toward social 
legislation of this kind rises from what 
might be called the pervasive psycho- 
logical orientation of our times. Power- 
ful currents of thought among the 
masses of the people cannot be ignored 
too long. Everywhere nations have 
been establishing programs of security 
for the rank and file of their people; 
the size of the popular majority in 
our own recent election reveals that 
our people, too, are looking to their 
government to establish such programs. 
To understand this state of mind as it 
rises in the wage earner totally de- 
pendent on his job, we need only to 
think back to that moment of pani 
during the bank holiday when the 
bottom seemed to drop out of a familiar 


York: The Macmillan Company, 1932, p. 53! 
Abraham Epstein, Insecurity: A Challenge to America 
New York: Smith and Haas, 1936, pp. 143-14% 


152-161. 
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world and we all looked to government 
for positive action. Whenever a worker 
loses his job, the bottom similarly falls 
out of his familiar world. 


Major Provisions of the Act 

The law, as it now stands, inaugu- 
rates Federal participation in providing 
for six categories of aid. Those covering 
the unemployed and the aged are, of 
course, of central significance in the 
Act. But the financial assistance ac- 
corded for better care of children, the 
blind, the physically handicapped, and 
for improved public health also repre- 
sent significant innovations in national 
policy. In each of these last forms of 
dependency, the method of Federal 
assistance is the grant-in-aid to the 
states—a method enjoying a long and 
respected history in our country. 


Old Age. The provisions against old 
age and unemployment not only con- 
stitute the heart of the Act as far- 
reaching innovations in public policy, 
but also offer most immediate concern 
to individual business enterprise. For 
from these titles rise the direct payroll 
taxes and benefits covering the active 
workers in industry. Through the old 
age program, two forms of provision 
are established: (1) assistance to be 
granted under defined standards of 
need to any aged citizen; and (2) 
contributory individual annuities to 
be built up by contributions from 
workers and their 
non-contributory allowances are estab- 
lished on the same Federal-state basis 
as the other welfare grants, with the 
Federal government contributing one- 
half of whatever monthly allowances 
a state may establish up to a maximum 
of $30.2 To qualify for this Federal 
grant-in-aid, a state plan must meet 
§ Public No. 271—74th Congress, H.R. 7260—Title I. 


employers. The 


certain minimum conditions on cover. 
age, administration, and definitions 
of eligibility. The assistance system 
must be mandatory and state-wide: 
it must obtain from the state treasun 
at least part of the funds necessary 
to match Federal grants (i.e., some 
but not all may be contributed from 
county, city, and town _ resources): 
its administration must be entrusted 
outright to or be supervised by a single 
state-wide agency; machinery must 
be set up to which those denied assist- 
ance may appeal for reconsideration: 
required reports must be made to the 
Social Security Board; such methods of 
administration must be established 
(other than those relating to selection, 
tenure of office, and compensation of 
personnel) as are found by the Board 
to be necessary for efficient operation; 
an age limit of 65 must be established 
by 1940; a residence requirement of 
not more than five years in the nin 
years preceding application must be 
established, and also a definition 
citizenship that will not exclude any 
citizen. 

The second form of provision for 
old age established by the Act* con- 
stitutes a national system of old age 
annuities designed to be completely 
self-supporting on an actuarial reserve 
basis. Beginning in 1937 contributions 
of 2% of all wages up to $3,000 per 
year will be paid, half by the workers 
and half by the employers. Every 
three years until 1949 this tax wil 
rise by 1% until it will have reached 4 
maximum of 6%. Benefits will not 
be paid until 1942, and from then on 
will be paid as a matter of right to all 
workers over 65 years who give up thei! 
jobs. Annuities will range from 2 


minimum of $10 to a maximum of $85 
per month in proportion to taxable 
4 Titles II and VIII. 
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s; and years of employment. 
26,000,000 wage earners will 
under this plan. Those 


verea 
led are agricultural and casual 
rs, domestic servants, maritime 
,employees of the government, 
n-profit religious, educational, 
haritable organizations. Railroad 
yees are covered by a special 
1own as the Railroad Retirement 
1935. All contributions are 
{into an Old Age Reserve Account, 
the Secretary of the Treasury 
invest amounts in excess of cur- 
withdrawals in interest-bearing 
gations of the United States. 


mployment. In sharp contrast 
se provisions for a national 

m of old age insurance, the Social 
irity Act not only returns to the 
leral-state plan for the program of 
ployment compensation but uses 
, method entirely distinct from the 
sual grant-in-aid. It is by the tax- 
ffset, a contrivance developed particu- 
in connection with estate taxes, 
the Federal government seeks to 
‘te state insurance plans against 
nployment.® Thus the Act levies 
all employers of eight or more 

ax on pay rolls amounting to 1% 
2% in 1937, and 3% in 1938 
thereafter. The proceeds of this 
held by the Federal Treasury, 

in states enacting a law that 
ets the standards set in the Federal 
, 90% of the employers’ tax may be 
‘dited toward the state insurance 
Basically the same occupations 
luded from the unemployment 


‘irom the old age insurance system. 


iddition, the Federal Treasury 
meet the costs of administration 
lans established by the states. 
ilify for approval by the Social 
s III and IX. 


Security Board prerequisite to receiv- 
ing tax credits or administrative appro- 
priations, a state plan must meet 
certain standards. Primarily it must 
provide such methods of administra- 
tion, other than those relating to 
personnel, as the Board will deem 
reasonable guarantee of full payment 
of the benefits due; it must pay 
benefits only through public employ- 
ment offices or other specially approved 
agencies, and not begin benefits until 
two years after contributions under 
its plan begin; it must pay all con- 
tributions into the Federal Unemploy- 
ment Trust Fund and use monies 
withdrawn from it solely to pay 
unemployment compensation; it must 
assure otherwise eligible individuals 
against any denial of compensation 
because they refuse to fill positions 
vacant directly as a result of a labor 
dispute, or offering wages and condi- 
tions substantially below those pre- 
vailing for similar work in the locality, 
or requiring acceptance of membership 
in a company union, or refraining 
from membership in a bona fide trade 
union, as a condition of employment. 


Administrative Agencies. For pur- 
poses of administration, the Act creates 
a Social Security Board consisting of 
three members, each to serve six years; 
except that in the case of the present 
board one member is appointed for 
two years, one for four, and one for 
six, in order to provide for continuity 
of office. This board itself administers 
the scheme for old age annuities, 
through regional and local offices which 
are in process of being established. The 
board also is entrusted with super- 
visory functions in regard to old age 
assistance, unemployment compensa- 
tion, aid to dependent children, and 
to the blind. 
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In addition to the Security Board, 
other units of government, both Fed- 
eral and state, are charged with cer- 
tain administrative functions. Thus the 
Internal Revenue Office is responsible 
for collecting the various payroll taxes. 
The Post Office Department will pre- 
sumably play a large part in adminis- 
tration, just as at this writing it is 
distributing the forms for old age 
benefits. —The Surgeon General is in 
charge of the Federal grant for assist- 
ance in public health. The Children’s 
Bureau of the Department of Labor 
is to administer the provisions of the 
law dealing with child welfare, particu- 
larly those dealing with child hygiene, 
with crippled children, and with mater- 
nal health. The United States Employ- 
ment Service, in the Department of 
Labor, will have a very large part to 
play in administering unemployment 
compensation. With the exception of 
old age annuities, the various provi- 
sions of the Act will, however, be 
directly administered by the individual 
states. The Federal agencies will have 
merely a supervisory function. Thus 
while the grants for public health will 
be in the hands of the health depart- 
ments, old age assistance and child 
welfare will be in charge of departments 
of public welfare. 


The Old Age Insurance Fund 


In the program for old age, informed 
opinion sees the gravest problem raised 
by the financial foundation upon which 
the annuities are grounded. For the law 
projects an insurance system designed 
to be self-supporting on an actuarial 
reserve basis. Not only does this in- 
volve the accumulation of a huge and 
inherently dangerous reserve, but the 
very savings it seeks for future genera- 
tions prove On examination a mirage. 
The rapidity with which the reserve 


will pile up in the Treasury becom, 
quickly evident when we realize th»: 
for many years old age taxes wil] } 
used primarily not to pay currep: 
benefits, but to accumulate in the fyp 
During the five-year initial period, unt; 
1942, during which no benefits at , 
will be paid, nearly $3,000,000,000 w; 
be turned into the reserve. In 194; 
more than $1,000,000,000 will be col. 
lected, but less than $100,000,000 w; 
be paid out in benefits. Contribution: 
will thus exceed benefit payments plus 
expenses each year until about 1067 
reaching a peak excess in 1950 of no les 
than $1,278,000,000. By 1980 the enor 
mous total reserve of nearly $47,000; 
000,000 will have been accumulated. 
The social and political dangers o 
such a huge reserve have been fre- 
quently pointed out. Accumulated thu 
out of contributions in the first year: 
of the system, it is to be utilized not 
to pay future benefits, but as a perme 
nent investment in government secur- 
ties, the interest on which alone wi 
meet part of such benefits. The pur- 
poses for which those securities ma} 
be authorized are those of the amended 
Second Liberty Bond Act, which in- 
clude “meeting expenditures author 
ized for the national security anc 
defense and other public purposes 
authorized by law” and “meet- 
ing public expenditures authorized } 
law.” This language, apparently broac 
enough to justify almost any typ 
of authorized government spending, 
might offer temptation for Congres 
sional liberality. The existence 
large reserves, moreover, would 
doubtedly induce agitation for increas 
ing benefits or reducing contributions 
sharply in terms of using the hug 
accumulations. For most citizens 
baffled by actuarial complexities. Bu' 
beyond these dangers to the insuranc 
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tself, many upsetting factors 
r into the whole investment 
Federal obligations have al- 
stituted for banks and other 
institutions a primary outlet 
ng liquidity. Since our present 
debt is about $34,000,000,000, 
an indebtedness could prob- 
transferred entirely from usual 
to the Reserve Account es- 
for old age annuities, as it 
hes its maximum. The invest- 
rket would thus ultimately 
lically changed conditions. 
ince interest to the Reserve 
is set at 3%, the government 
tain funds at that rate regard- 
- market for its securities.® 
te these dangers, it is highly 


nable whether the reserve fund 


\ 


eve the purpose for which it is 
1. By making annual contribu- 
eed payments for some 30 
ngress obviously sought to 
burdens of future generations 
are of their aged. The Reserve 
is established solely to pro- 
terest to supplement the con- 


ns out of which benefits will be 


n the early years this interest 
ver practically the entire costs; 


latter increase, it will naturally 
rogressively smaller role, until 
and after it will pay about 40% 


\lbert Linton, president of the Provident 


Insurance Company of Philadelphia, 
ted some of our most penetrating 
e implications of the reserve provisions. 
otentialities summarized above are 
paper presented to the Actuarial 
America, Toronto, October 3, 1935, 
amphlet form: “‘Reserve Provisions of 
Old Age Program,” together 
ts from paper on the “Old 
before the American 
, 1935. A more popular 
iblished in the 
title, “Old 


Security 
another 
e Plan” given 
yn October 1 
ntained in his article | 
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of the current benefits due. However, 
when these facts are translated into 
the realities of a nation-wide public 
annuity system, the savings to the 
coming generations seem illusory. For 
by the terms of the Act it is the govern- 
ment alone which can borrow the 
money in the Reserve Account. It is 
the government, therefore, which must 
meet the annual interest charges. Such 
charges can be met, of course, only by 
including them in the annual budget 
which must be covered by taxation. 
Thus future generations, for whom the 
Reserve Account is designed to lighten 
the costs of caring for our growing 
proportions of old people, will pay 60% 
of the benefits due them out of payroll 


taxes and 40% out of general taxation. 


In other words, for a nation-wide com- 
pulsory old-age insurance scheme, no 
ultimate cost system seems possible 
save “pay as you go.”’ Each generation 


must support its aged out of its current 
annual income; and, in reality, whether 
taxes go directly and in the first in- 
stance toward providing annuities, or 
indirectly there by first meeting inter- 
est charges which in turn go into 
annuities, the money all comes from 
the same contemporary pockets.’ 
Amendments, however, ought not to 
be difficult once informed opinion 
realizes the implications of the present 


of the Committee on Social Security of the Social 
Science Research Council have made an interesting 
comment on this aspect of the Reserve Account. 
“In connection with the inevitable necessity for each 
generation to meet currently the cost of caring for its 
is important to realize that the burden of 
an increasing proportion of old people will be 
by a decreasing proportion of children. The 
therefore, including the 


aged, it 
offset 
total 
problem of dependency, 
children and the aged will remain about 


1] 


therefore, who will 


the same 


Future generations, have fewer 


children to support will be able to aff 
currently a larger portion of their 
support of the aged.” Objective 
Proceedings of the National Cor 


1936, p. 401. 
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reserve provisions. The first increase 
in the tax rate, it will be recalled, does 
not occur until 1940, and the full in- 
creases from 2% to 6% are spaced over 
12 years. Thus to reduce the rate of 
reserve accumulation we can postpone 
increases in the tax rate, lower its 
maximum, or spread its advance. If 
we merely permit the present joint rate 
of 2% to stand, current benefit pay- 
ments plus operating expenses would 
first exceed current receipts in 1951. 
The Problem of Care for the Aged 

The real question boils down, of 
course, to the methods by which we 
seek to meet the inevitable costs of 
caring for our dependent aged. Reliable 
estimates have established the dimen- 
sions of the problem. From 1920 to 
1930 the number of people over 65 years 
of age increased by more than one- 
third. There are now some 714 millions, 
or 6% of the total population, in that 
age group; and their proportion will 
continue to increase for years to come. 
Actuaries estimate that by 1970 about 
10% or some 15,000,000 men and 
women will be over 65 years of age. 
About one-half of these, according to 
the actuarial consultants of the Com- 
mittee on Economic Security, are likely 
to be dependent.$ 

The Social Security Act, it will be 
recalled, sets up two distinct methods 
to meet these costs: a system of Fed- 
eral-state assistance on the basis of 
need; and a system of insurance an- 
nuities. Under present arrangements 
the assistance program will for years 
have to carry the brunt of the burden. 
During the five years before the an- 
nuities begin, it will carry the whole of 
8 The consultants placed our present dependency 
ratio at 15%; by 1940 when, according to their 
calculations, state assistance plans would be fully 


in effect, they forecast a dependency ratio of 33%, 
which, increasing by 1% each year, would reach the 


eview 


that burden. After 1942 its non-cop. 
tributory allowances will have to off. 
protection as needed to the ady!: 
population not gainfully employe; 
and, therefore, outside the annuyiy 
system; they will have to cover the 
47% of the gainfully employed in tha: 
adult population who work in occupa. 
tions specifically excluded from | 

They will also have to supplemen 
retirement annuities which prove jp. 
sufficient to avert destitution. Noy 
toward these non-contributory alloy. 
ances, the Federal government’s share 
of 50% will come from general tay 
funds. The question of public polic; 
then boils down to this: Would it be 
better to pay such a Federal subsid 
out of general tax funds to the con- 
tributory annuity system as will make 
possible increased benefits, wider cover- 
age, or other changes of the same type; 
or would it be better to meet t 
residual demands through the non- 
contributory scheme supported en- 
tirely out of state and Federal tar 
funds? The trend of expert opinion, as 
well as European experience, is to uti- 
lize the non-contributory system chief) 
for transitional and supplementary 
purposes, developing the _ insurance 


t he 


program to take over eventually the 
predominant share of the burden. 
Certainly more adequate benefits 
might increase retirements. The la 
today denies annuities to any who 4 
not leave gainful employment. Wit! 
the low scale of benefits which t! 
scheme will yield for many years, it! 


evident that few workers will retire at 
65 if they can help it. If the annuity 's 


regarded as an insurance right, ther 


is, of course, little reason for this cond'- 


maximum of 50% by 1957. 

It is estimated that roundly 26,000,00¢ 
49,000,000 gainfully employed will be cover 
the annuity system. 
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ever, since the scheme was and use the Federal subsidy merely to 

at the end of an exhausting help defray costs previously met by 
n, we may be justified both in _ the state treasury alone. It might also 
this requirement for some _ prove desirable to write into the law 
way of releasing jobs for amendments of the present residence 
rkers, as well as in proceed- _— requirements that will permit the old 

y and experimentally with in- —_ to move from state to state more easily. 
benefits or other costs, espe- Old people wishing to move in order 
e the assistance system does _ to join some child or relative in another 
nt the insurance scheme.” state, or to escape a too rigorous cli- 
— ; mate, now face, if they do so, the loss 

f the National and State of their established rights to assistance. 
MENSETALLONS Though allowances are granted under 


with particular reference state plans, the contribution of Federal 
age assistance program it- monies would seem to justify require- 
vhether that program will have ments for easier transfer of rights 
lement annuities for a long or — within the national boundaries. 
me, ON a minor or an important 
ertain changes should be made 
ent provisions. In the original Improvements in the provisions for 
the Act, the conditions which ' old age security may be facilitated by 
istance plans were to meet to _ the fact that we are dealing here with 
r the Federal subsidyincluded _— one national system. But no such easy 
irement that individual grants path will be offered for modifications 
minimum assure “‘a reason- in unemployment compensation, since 
istence compatible with health a variety of independent programs can 
ency.” Congress eliminated be and are being set up under the tax- 
lard from the law. Itisimpor- _ offset device. True, the question as to 
t be restored. General discre- just what is the best type of law for 
with the Security Board to unemployment insurance remains a 
inimum subsistence compati- debated question in this country, cen- 
health and decency would _ tering upon what properly should be 
variations for sectional and the major objective of an insurance 
fferences. But it would also system—prevention or protection. One 
e utilization of Federal monies of the primary justifications for the 
le more adequate provision  Federal-state program set up by the 
needy aged than they might Security Act is precisely that it permits 
e receive. For since there are state experimentation. Thus four basic 
ontrols over the size of the plans may under defined conditions gain 


Defects in Unemployment Compensation 


tates may pay, some may sim- approval from the Security Board—a 
nue the low scale of aid they state-wide pool seeking the greatest 
tituted before the Security Act, measure of protection possible for the 


al questions are raised for business supplementary plan” in many cases to promote in 
{ t 2 +t 2 I 


the present scale of benefits possible the interests of efficiency withdrawals of super- 
yram. As Mr. M. B. Folsom annuated employees with adequate benefits. ‘“‘Com- 


corporations may find “that the pany Annuity Plans and the Old Age Benefit Plan,” 


pr 


lan will not entirely take care of their HARVARD BUSINESS REVIEW, Summer, 1936, pp. 414 


, and it will be necessary to have a 424. See also B. N. Armstrong, op. cit., p. 415. 
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employees; individual employer reserve ment insurance; Europe generally. aj 
accounts emphasizing reduction of the _ similar initial debate, has accepted the ME we | 
risk of unemployment; guaranteed em- __ pool plan of unemployment insurances 
ployment accounts similarly emphasiz- Thus not only states establishino Mes 
ing prevention; and merit ratings employer reserves or guaranteed em. 
within a pooled plan, seeking a com- ployment accounts, but even thoy the Su 
bination of the two objectives. Unques- seeking to combine the two objective; age 
tionably the state laws already enacted _of protection and prevention through a 
do promise a degree of real experimen- _merit-ratings within a pooled plan, wi) gram ¢ 
tation. By December, 1936, sixteen be embarking upon innovations in yp. 
states and the District of Columbia employment insurance. Nevertheless 
had established unemployment insur- may well prove valuable for us in this " 
ance.'' Among these only Wisconsin country, with our individualist psy- act 
has adopted the employer-reserve plan. chology and divided opinion on the S 
Indiana, however, has projected a subject, to be able to base our fins 
combination-form of which individual decision on actual state experience. 
reserves constitute the fulcrum, but But when this is granted, the very 9 ments 
one-sixth of all contributions are to be variety of state laws which permits 9 ity W! 
paid into a state reinsurance fund from _ experimentation creates other diff- 
which benefits may be paid whenem- culties. It is generally agreed that 2 9 the !av 
ployer reserves become exhausted. But considerable measure of uniformity j amount 
even among the pooled plans which highly desirable in such an inherentl 
most states have thus far adopted, complex mass-insurance system." Thi 50 
twelve will incorporate merit rating different kinds of records and 1 
after the required three years’ com- required by the various state laws wi rang 
pensation experience, while three are undoubtedly prove vexing to employer set 
to study the feasibility of such a plan.'* operating in more than one state; al- walling 
linally of the seventeen laws now in _ ready the Social Security Board and my 
force, five permit guaranteed employ- state administrators are seeking 
ment accounts within the basic reserve develop procedures that will reduce N 
or pool plan established.'* This division — such complications to a minimum. Bot! or 
probably reflects the present state of _ on the score of efficiency and compre- 
public opinion.'* Most experts are in _ hensiveness, indeed, a Federal progran 
favor of the pooled type of unemploy- __ seems so clearly indicated that, despit 
‘t Alabama, California, Colorado, Idaho, Indiana, regarded either a Federal system or a direct edera 
Louisiana, Massachusetts, Mississippi, New Hamp- subsidy looking toward uniformity of benefits a 
shire, New York, Oregon, Rhode Island, South taxation as superior to the present progran 
Carolina, Texas, Utah, Wisconsin, and District of final decision to adopt the tax-offset scheme was resent 
‘olumbia motivated by considerations of constitut t 
? Mississippi, Rhode Island, and New York. and the wide division of influential opinion 
California lal Indiana, Oreg n, and Wiser nsin. type of law upon which a national program ying 
‘Interesting presentation of the respective Cases be based. Within the scheme it was hoped that t 
— ee ee ae ee prose sadeeeryeder uniform tax on all employers would advance nat 
) iC femporar *roblems issued bv he Sct 0 . . , ‘ ae 1d t 
Law and Contempora Pr oe the School coverage by inducing states to pass laws; and tia 
f Law of Duke University, Vol. III, No. 1, January, Fed ’ ‘ca : : ei 
pe ; : ae ee “nee ederal supervision would ultimately esta 
1936 Unemploymer it Compensation” (1) The nay : “ae 
' R T f Unemployment Com minimum standards and so a degree of un! 
nplover Reserve Type o nemploymer -om- ‘ ace , ‘Womeon The 
nsation | vy Blical: Brandeis: (2) “State 0. ee Richter and Ww. R. William on, 7 
D Plans and Merit Ratine” by the late Dr. I. M. Security Act of 19375 and the Work of the Cc mm 
tubinow “Guaranteed Employment Plans” Economic Security. Reprinted from the Tra: 
by R. L. Hibbard f the Actuarial Society of America, Vol. XXX\ 


* The staff of the Committee on Economic Security Part 2, No. 94, October, 1935. 
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ties of forecast in this field, _ serious difficulties may arise. No state, 
<pect efforts to change the _ of course, is a self-sufficing unit. The 
ment compensation provi- amount of unemployment existing in 
nter upon these essentials of | Michigan, for instance, hinges largely 
verage and uniformity. If on the prosperity of the rest of the 
me Court upholds the old country and the consequent demand 
e, we may even haveintime _ for automobiles and trucks. Unemploy- 
reformulate the whole pro- ment in Massachusetts is affected by 
tly onasimilar national basis. the movement of textiles, shoes, and 
potential coverage of the leather to other sections of the country. 
gram is some 23,000,000 Fluctuations in various types of unem- 
the seventeen laws now en- ployment vary greatly among the 
r nearly 9,000,000 employees __ states. To treat each state, therefore, 
14,000,000 more workers as a separate and autonomous insuring 
ught within the protection unit, building up its own unemploy- 
ected system.'® But amend- ment funds on the basis of a uniform 
ing some degree of uniform- _ payroll tax, is to make some far less 
ve more difficult since they able to care for their idle than others. 
with fifty jurisdictions. In  Michigan’s insurance fund may face 
thus far passed, the actual exhaustion well before Idaho’s, though 
maximum benefit shows a Idaho’s demand for cars will always 
trend, being set generally at influence Michigan’s employment. Un- 
ges with a maximum of $15 __ dera directly national scheme a pooling 
Beyond this, however,a wide of risks and contributions would 
riation exists. Some states achieve greater equality of benefits. 
im benefits, others do not; Consequently if the tax-offset scheme, 
riods vary greatly, as do or any other Federal-state scheme con- 
qualifying periods, the _ tinues to be our program, it will prove 
number of weeks during _ necessary to build up a Federal rein- 
fits are paid to previous — surance fund, from which contributions 
the maximum duration can be made under defined conditions 
benefits, and the provisions to the harder-hit industrial states to 
nal benefits and for partial assure their workers an equality at 
ment. Again some possibility least in minimum insurance benefits. 
ompetitive disadvantages Some similar mechanism must be 
ntages for employers under provided to insure mobility and at the 
ws. Thus while nine of the | same time to protect workers who will 
ws cover employers of eight seek employment over state lines. 
rkers, six cover those em- On a state-insurance basis, migratory 
ir or more, two those em- workers, or workers moving into an- 
‘or more, and even within other state, face a loss of established 
categories a wide variety insurance rights, or an inability to 
ng detail has been included. build up such rights. If state plans 
in the potential differences continue, it will be necessary either to 
to pay benefits that most devise an interstate scheme by which 
workers who have acquired eligibility 
for benefits in one state may transfer 
their rights to other states by reciprocal 


went to press. 18 states passed 
e total by December 29 to 35 laws 


t 17 million employees 
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exchange provisions; or Federal funds 
will have to provide for the coverage 
of those workers who constitute our 
mobile labor force. 


Other Specific Issues 


A further and potentially serious 
complication of the present program 
for unemployment compensation is the 
separate organization and administra- 
tion of the employment service. The 
public employment office should obvi- 
ously function at the core of an in- 
surance system. Registration at the 
employment office testifies to a man’s 
unemployment, and his willingness and 
ability to work. Again through the 
employment offices it should prove 
possible to supplement insurance with 
the necessary retraining, transfer, mi- 
gration, or other programs that may be 
indicated for cases of more permanent 
displacement. In Britain the over- 
whelming burdens of the post-war 
decline and depression have swamped 
the employment offices with the tasks 
of the insurance program; the resulting 
inability to develop adequately the 
placement functions represents a real 
set-back.” At present our employment 
service under the grant-in-aid principle 
embodied in the Wagner-Peyser Act is 
in process of construction.'* Complete 
administrative coordination between 
the employment service and the un- 
employment compensation agencies 
throughout the Federal-state program 
is clearly desirable in the near future. 

It is important to realize, finally, 
that the problem of dependency arising 
17 Cf. Sir William H. Beveridge, Unemployment, a 
Problem of Industry. New York: Longmans, Green & 
Company, 1930 edition. 

'8Tt is a matter for satisfaction that the Wagner- 
Peyser Act has been accepted in all 17 of the jurisdic- 
tions in which unemployment compensation laws 
have been passed, and that in all but 2 the same 
agency administers both compensation and employ- 


ment offices. 


out of unemployment is met only jp 
part by the present program of com. 
pensation. Indeed we are embarking 
upon unemployment insurance just a; 
nations with older experience have 
come to realize that no_ insurance 
scheme offers more than “a first line 
of defense”’ against enforced idleness 
Britain, for instance, struggled {o; 
years to make her system provide fo; 
all the able-bodied unemployed, unti 
in 1934 two supplementary systems 
were provided—first, the unemploy- 
ment insurance scheme limited only t 
benefits as a right; and, second, unem- 
ployment assistance based upon need 
We, too, must ultimately establish a 
similar second line of defense.'® 


Appraisal of the Present Law 


In addition to the specific issues re- 
lating to old age and unemployment, 
general questions present themselves 
in the Social Security Act as it now 
stands—questions of scope, adminis- 
trative simplification, personnel, and 
finance. It is of course impossible, and 
indeed undesirable, to render fina! deci- 
sions on these questions now, and we 
shall do little more in this place than 
list some of the unsolved problems. 


Scope. With regard to scope, the 
Security Act still leaves unmet one 
of the major causes of dependency 
sickness among wage-earners and their 
families. Though under consideration 
by the Committee on Economic Secu- 
rity, health insurance was not include¢ 
. . . . } . | 
in the final bill which it recommendcec 

~ . ‘Cc _ 
However, the Committee specificall) 
19 For a more detailed discussion of this aspect, s¢¢ 
Eveline M. Burns, “The Relation of Unempl yment 
Compensation to the Broader Problems of Re! el 
in Law and Contemporary Problems, Vol. Il, N 
pp. 150-157; and Alvin H. Hansen, Merrill G 
Murray, Russell A. Stevenson, and Bryce M. Stewart 
A Program for Unemployment Insurance and Rel! 
in the United States, The University of Minnesota 
Press, 1934, pp. I-20 and 153-165. 








The Soctal Security Act 


| the grants-in-aid incorporated 
\ct for public health work “as a 
easure for meeting the very 
problem of sickness in families 
w incomes” and made insur- 
he second major step”’ toward 
tudy was to proceed.” 


nistration. Challenging admin- 
ve complexities are presented by 
The two insurance systems 
five welfare grants-in-aid are 
| within the administrative super- 
five separate agencies—the 
irity Board, the Employment Serv- 
Children’s Bureau, the Public 
Service, and the Office of Educa- 
he first is independent, the next 
thin the Department of Labor, 
th in the Treasury Department, 
last in the Department of the 
In addition, the Treasury (as 
in of the funds), the Bureau of 
Revenue (as collector of the 
s taxes), and the Post Office (as 
tor and recorder of forms) are 
lved. The task of coordination 
ious and pressing one. That 
yment offices and unemployment 
ation should be administered 
ame agency has already been 
d. For other welfare measures, 
posal, already under discussion, 
reation of a new Department 
Welfare with a cabinet secre- 

t its head, merits wide study. 
rly, as far as possible the tax 
re set up by the law must be 
ied. As it now stands, the em- 
both Federal and state 
nd in some states he may be 
n to meet five different levies— 
age, his own tax, and that on 
his employees which he col- 
r unemployment compensation, 


pays 


the President of the Committee on Economic 
Washington: United States Government 
lice, 1935, pp. 1, 6, 41-43. 
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the Federal unemployment tax, the 
state tax; and in eight states thus far 
a tax on behalf of employees. Since 
insurance payments are proportional 
to individual earnings a separate ac- 
count must be kept in each scheme for 
millions of workers. In states which 
establish merit rating, individual em- 
ployer reserves, or guaranteed em- 
ployment accounts, similar individual 
records of employers’ experience and 
funds will have to be maintained, in 
addition to the accounting for pooled 
funds which may accompany such 
plans. Transfers of workers between 
different types of insurance schemes 
and from state to state will require 
further complex administrative pro- 
cedures involving formalized arrange- 
ments among fifty jurisdictions. It 
appears clear that though experiment 
is valuable, certainly some simplifica- 
tion of administration will very soon 
become urgent. 


Personnel. In any scheme, but par- 
ticularly in one of so many complexi- 
ties, personnel is a prime essential. As 
far as the Social Security Board itself 
is concerned, nothing but the great- 
est satisfaction can be felt for its 
constitution and the first year of its 
work. Indeed anyone speaking to repre- 
sentatives of the Washington office 
must be impressed with the high morale 
which prevails there. But despite these 
fine beginnings, we face, for the long 
pull, the basic fact that we lack sources 
from which to draw a trained per- 
sonnel. A long-established Civil Service 
in Britain and other European coun- 
tries, with old traditions of public 
responsibility, offered recruiting ground 
for the new insurance and welfare sys- 
tems. We in the United States possess 
no similar ranks of professional public 
servants from which to staff our newly- 
rising security program. It is just here, 
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therefore, that the universities confront 
a new challenge and opportunity. 
Yet even the best qualified person- 
nel in the central organization under 
our present set-up will not assure non- 
political, professional service in the 
whole system. For in a final analysis, it 
is in the state and local units of admin- 
istration that efficiency of service will 
be determined. In all but one category 
of aid established under the Act, it will 
be recalled, administration involves 
Federal-state-local relationships. Only 
the old age annuities are established on 
a completely national basis; in the 
others financial and supervisory rela- 
tions only exist between the Federal 
and local governments. It has become 
established practice in almost every 
field in which such relationships exist 
to utilize the financial contribution of 
the Federal government as a lever by 
which the central supervisory body 
may raise and maintain standards in 
the local units. In the original draft of 
the Act this principle was followed, 
according to the Federal agencies’ 
power to make grants conditional upon 
the acceptance of “‘such methods of 
administration as would be approved 
by the administrator.” But during the 
passage of the Act through Congress, 
the power for setting minimum person- 
nel standards was specifically excluded 
from Federal control. Thus in its final 
form the Act specifically excepts, as a 
condition of approval, those methods 
of administration “relating to selection, 
tenure of control, and compensation 
of personnel,” from such oversight.”? 
81 Public—No. 271—74th Congress [H.R.7260]: 
Title I, Section 2 (a) (5)—old age assistance grants; 
Title III, Section 303 (a) (1)—unemployment com- 
pensation grants; Title IV, Section 402 (a) (5) 
grants for aid to dependent children; Title V, Part I, 
Section 503 (a) (3)—grants for maternal and child 
health services; Title V, Part 2, Section 513 (a) 
(3)—grants for services to crippled children; Title X, 


Section 1002 (a) (5)—grants for aid to the blind. 
The grants for public health work (Title VI), child 


Financing the Social Security Progran, 


We come finally to perhaps the mos 
fundamental question involved in the 
security program: who shall pay for jt 
and how? At present the Act proposes 
that the costs of old age insurance be 
met by payroll taxes, levied upon em. 
ployers and employees, and of unem- 
ployment insurance upon employer 
(though state laws may add levies u; 
employees and grants from state treas- 
uries).*? The grants-in-aid will be taken 
out of general tax funds, as will th 
state allowances they supplement. The 
failure to follow British experience in 
providing regular contribution from 
the public treasury toward unemploy- 
ment and old-age insurance may bx 
explained by the unbalanced budgets 
with which we emerge from the depres- 
sion. The present method cannot, how- 
ever, be considered to project a satis- 
factory distribution of costs. Whi 
the incidence of the payroll taxes maj 
not be uniform in all industries, it is 
inevitable that management will con- 
sider them as operating costs, and seek 
to shift them forward into the prices 
paid by consumers or backward int 
wages paid to workers. What does this 
mean in reality but that those least 
able to meet the costs will pay prac 
tically the whole of them as consumers 
and workers?2* It must be realized, 
moreover, that beyond any direct con- 
tributions employees may make, the} 
are already called upon to carry a part 
of the costs of lost income by provisions 
for a waiting period before unempioy- 
welfare services (Title V, Pt. 3), and vocational re 
habilitation (Title V, Pt. 4) do not carry this wording 
22 Fight states provide for contributions by employee 
and only the District of Columbia provides for 4 
public subsidy. 
23Some contribution from workers, on th 
hand, is justified on two grounds: (1) to increase the 
benefits that may be paid by increasing the tune 
annually available for them; and (2) to stimulate 
employee interest in a sound scheme. 
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benefits begin, by limitation in 
ration of those benefits, and by 
rtions of benefits to actual 
Contributions out of the 
tax funds, therefore, seem 
both to assure some distribu- 
osts according to ability to 
1 to make possible higher rates 
efits and lower rates of contribu- 
m employers and employees. 
reliance on payroll taxes in 
yment insurance may, more- 
rease the very risks against 
e insurance is designed. For 
method stimulates recourse to 
ving machinery in order to 
he payrolls upon which taxes 
e paid. Moreover, while a pay- 
i-go scheme, as already indicated, 
rs preferable for old age insurance 
ctuarial reserve basis on which 
w established, neither that 
nor reserves seems indicated 
nployment insurance. For the 
st meet burdens varying from 
year, and greatest just in those 
; of general depression when the 
| income out of which all cur- 
sts must be met is lowest. To 
h unequal burdens we can 
ite reserves, borrow funds to 
when business improves, or 
benefit and contribution rates 
to existing need. The first seeks 
r purchasing power from the 
into the future; the second to 
purchasing power from the 
into the present; and the third 
tribute existing purchasing 
he present scheme makes no 
for public subsidy. Postpon- 
‘fits for two years after con- 
begin in any scheme, it 
sa form of reserves. Lacking any 
1 provision for protecting the 
Security in the United 


York: McGraw-Hill Book Company, 


iglas, Social 


iggestive and interesting analysis of these 
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unemployed who exhaust their benefits 
or are outside the scope of the scheme, 
it intensifies the relief burdens which 
must be met out of general tax funds 
on an emergency basis. The way by 
which unemployment compensation is 
to be financed thus remains among the 
most challenging of our problems. 

Even when we accept the need for 
contributions out of general tax funds, 
we must determine their distribution as 
between Federal and local treasuries. 
At present the grants-in-aid set certain 
relationships, though not always on a 
clearly comprehensible basis. ‘Thus it 
is hard to see why the Security Act 
should set the Federal contribution to 
the aged at one-half the total monthly 
allowance and to dependent children 
at only one-third. As has been well said 
‘the children are at least as important 
as the old people. 24 The present 
arrangements throw the costs for all 
forms of residual relief also upon state 
and local treasuries. We may well 
expect to find, as Britain did, that such 
a distribution of costs is untenable in 
modern industrial society. 

Specifically, therefore, the problems 
of financing our security program pre- 
sent us with four still unsolved issues: 
(1) What will be the incidence of 
security taxes, and how high accord- 
ingly should be the rates of contri- 
bution levied upon the parties to 
industry? (2) What are the potenti- 
alities of transferring purchasing power 
across the generations by means of 
reserves and borrowings’ (3) What 
are the implications and functions of 
government contributions and_ sub- 
sidies out of general tax funds? (4) In 
what proportions should these govern- 
ment outlays be taken from Federal, 
state, and local resources?** Thus it 
{ 


issues see Eveline M. Burns, “Financial Aspects of 


the Social Security Act,’ American Econom 


Vol. XXVI, No. 1, March, 1936, pp. 12-22. 
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is that the problems of security ulti- 
mately reach down into fundamental 
issues of social organization and social 
change. At any given moment they 
require a nice balance between the 
short-time needs of beneficiary and 
taxpayer, worker and business man, 
and the long-time requirements of 
peaceful, evolutionary social change 
and adjustment. In the end they meet 
the final task of modern society—how 
to organize and increase production so 
that the masses of people will enjoy 
regular work and rising standards of 
life. For the amount of dependency 
which must be alleviated in modern 
society is directly conditioned by the 
adequacy and regularity of wage in- 
come. However relief and insurance 
costs are apportioned, they entail 
lowered living standards, for they must 
be taken out of national income and 
never can make up wage losses. Yet 
given the tenets of the present day, 
they must impose heavy and progres- 
sive burdens, unless we find ways to 
reduce the needs against which they 
are directed. That is why for the very 
welfare of their own individual enter- 
prises as well as of society as a whole, 
business men in the years ahead must 
come to look beyond their own indus- 
tries to the whole interrelated economic 
structure. If they cannot be expected 
to “‘go into the red” within their own 
provide employ- 


ee 


enterprises, either to 
ment” or meet new taxes for security, 
they must come increasingly to realize 
that community balance sheets also 
are involved. What is saved in produc- 
tion costs may be lost in total demand 
for goods and must be made up par- 
tially in relief and insurance benefits. 
Social security laws at best only project 
organized protections for the masses of 
people against the risks of a going 


industrial society; real social securit; 
can rise only from a stabilized and 
expanding industry which will reduce 
those risks to the lowest possibi 
dimensions. 


Conclusion 


The Social Security Act marks ap 
important turning-point in America; 
national policy. It recognizes continy- 
ing Federal responsibility in five wel- 
fare assistance programs and sets y 
systems of compulsory social insurance 
for old age and unemployment. It 
objectives are sound and essential t 
an industrial society such as ours. |; 
its specific provisions, the Act reveals 
many defects. Some of these rose fron 
the effort to meet constitutional diff- 
culties; others from the haste and 
emergency pressure that forced us 1 
draft the Act during a great depression, 
when acute mass suffering both re- 
vealed our belatedness in providing 
tested social aids and brought fort! 
numerous proposals of unsound par- 
aceas in the absence of such aids. Sti 
other defects rose from the uncer- 
tainties and confusion of administrativ 
policy. Analysis of these defects, how- 
ever, reveals readily certain lines 0! 
amendment along which improvements 
must be sought. Yet many still un- 
solved problems remain on which ex- 
perimentation and study are needed. 
Both to improve the present Act, and 
to promote real social security, the 
country must obtain the cooperation 
of business, as of all groups concerned 
in the national welfare. The central 
position of leadership accorded bus- 
ness men in American industry makes 
their codperation essential—perhaps 
above that of all other social groups 
to the sound development of the move- 
ment initiated by the Security Act 





progres 
market 
capital 
named. 
the per 


iv 


erally 





iquidit 


mediate 


. ] 
ie hal 
siVE LiCl< 


fact mu 
avoid O 
which h 
last dec. 
States, 
played 


securitie 


land the 





Sf 


nam 


CHANGING CONDITIONS IN WORLD CAPITAL 
MARKETS 


BY LEO GREBLER 


HE nineteenth century and the 
few pre-war years of the twen- 
tieth century were marked by a 
gressive extension of the security 
ts, and this recent period of 


ipitalism has therefore been well 


¢ 


d, in German economic literature, 
eriod of Effektenkapitalismus (lit- 
“securities capitalism’). An 
ing share of the nations’ capital 
me to be embodied in the form of 
ties, a form which renders par- 
easy shifts in the ownership 

tal goods and gives to the invest- 
it least from the point of view 
individual investor, the shape of 
idity. It was estimated in the im- 
liate pre-war period that in France 
than 50%, in England more than 
, and in the United States 30%, of 
individual wealth was held in 
rm. This extended development 


the securities market naturally in- 


the importance of the stock ex- 
1 


nges, the main instruments through 
security trading takes place. It 
that the stock exchanges never 
sented the totality of the capital 
they were not even the exclu- 

eld for security trading—and this 
must be borne in mind in order to 
overestimating certain changes 
have become visible during the 


t decade or two. Thus in the United 


for instance, a great role is 


played by over-the-counter trade in 


irities; and both there and in Eng- 


nd the financing of housing is chiefly 


hands of the building societies 
h operate quite outside the stock 


exchanges, in contrast with Germany 
and other Central European countries 
where such financing takes place mostly 
through mortgage bonds which are 
traded on the stock exchanges. 
The Tendency toward National Isolation 
The extension of the security busi- 
ness before the War was largely linked 
up with the geographical extension of 
the capitalistic system. The export of 
capital from more to less highly devel- 
oped countries has been immensely 
facilitated by the security mechanism, 
and it is difficult to overestimate, in 
this respect, the importance of the 
security markets in general and the 
stock exchanges in particular. Foreign 
issues were a far more significant fea- 
ture of the great financial centers be- 
fore the War than issues destined to 
serve domestic capital requirements. 
According to the figures supplied by 
Sir Otto Niemeyer to the Macmillan 
Committee, of the total new issues 
floated in London in the years 1907 
1913, nearly 80% was for overseas, 
and only 20% for home investments. In 
the year 1907 foreign securities con- 
stituted nearly 60% of the total nomi- 
nal value of all securities dealt with on 
the London Stock Exchange. The per- 
centage in Paris was about the same. In 
Germany in the years 1886-1911 about 
25% of all new issues represented 
foreign borrowings. The Amsterdam 
Exchange was closely bound up with 
the development of the Dutch Empire. 
It was estimated before the War that 
of the total investments of Holland, 
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about 2,500 million florins were in 
domestic and about 3,500 million in 
foreign securities. 

Until the World War, the main se- 
curity markets were transformed more 
and more into international institu- 
tions, bound together by a rather uni- 
form world monetary system, the 
growing technical possibilities of arbi- 
trage, and widespread freedom of in- 
ternational capital movements. The 
outstanding feature of the post-war 
development seems to be the opposite: 
the tendency toward national isolation 
of the capital markets. The embargoes 
on foreign capital issues which have 
been in force for some years in the two 
main capital markets, London (with 
the exception of issues for the British 
Empire) and New York (limited to 
capital issues of foreign governments in 
default for war debts), and the almost 
complete suspension of foreign lend- 
ing in other creditor countries since 
1931, are merely the most extreme 
expressions of this tendency. Even in 
the years from 1924 to 1930—usually 
considered as a period of comparatively 
free international trade and capital 
movements, when a relatively stable 
international equilibrium appeared to 
have been established—the foreign cap- 
ital issues of the great financial centers 
were considerably less extensive than 
before the War. 

We may take the London security 
market as a typical example. During 
the years 1924-1930, the average per- 
centage of destined for 
foreign use was about 50%, as com- 
pared with 80% before the War, and 
to this change in the relative share 
corresponded a change in the absolute 
amount of new issues. It is true, of 
course, that the diminished importance 
of foreign issues on the London market 
at this time was partly due to the grow- 


new issues 
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ing competition of the United State. 
which had only after the War become 
a creditor country and was displaying 
a considerable activity in foreign lend. 
ing. On the other hand, Paris, which 
was a very important center for foreign 
capital issues before the War, had al. 
most completely disappeared as ay 
international financing market. During 
the years 1925-1933 not more than ap 
average of 5 % of all new French capit; 
issues were for foreign account. Ger- 
many has become a debtor countr 
Even in Amsterdam, whose importan 
as an international financial center rel- 
ative to the other security markets ha; 
increased since the War, the averag: 
yearly issue of foreign capital in the 
period 1926-1930 was only 260 millior 
florins, as compared with 325 millio: 
florins in the years 1903-1912. Here the 
share of foreign issues in total new 
capital fell from 65% before the Wa 
to only 50% in the post-war period 
From the point of view of the world a 
a whole, the United States had onl; 
partly replaced the decreased activity 
of the European capital markets. 

It goes without saying that the na- 
tional isolation of the security markets 
is merely a reflection of the genera 
tendency toward economic nationalisn 
seemingly characteristic of our age. But 
apart from this, the national isolation 
is also partly due to the disappointment 
of investors with the results of thei 
foreign investments, that is, to the 
heavy losses of both capital and incom« 
in which such investments had involvec¢ 
them before and after the War (most 
as a consequence of the War), and t 
the aversion to foreign investments 


which was the result of these exper'- 


ences. There are, in addition, somé 
changes in the structure of the invest- 


ing class, to which we shall come in 


the next section, tending to restrict 
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‘he international scope of the security 
ts and also a change in the rela- 
between the state and the capital 
ts which will be dealt with later. 
tendency toward national isola- 
the capital markets has been 
counterbalanced by other fac- 
Not all foreign investments appear 
e statistics of capital issues. 
direct foreign investments of 
iduals and enterprises are not 
ided, and they seem to play a much 
role now than before the War. 
barriers encouraged the estab- 
ment of branch plants abroad; the 
tion of foreign issues in London 
rise to considerable purchases of 
ign securities by British capitalists 
ck exchanges abroad; the uncer- 
of the currency situation in 
and in other countries led many 
rs to accumulate foreign bal- 
-s. But it is unnecessary to em- 
ize further that the nature of these 
rnational capital movements is 
different from that of the pre-war 
tions; they are mostly irregular, 
ble, and unconstructive. More- 
r, it is clear that developments in 
e structure of capital markets have a 
different weight in different coun- 
, and that they affect the western 
rid, particularly the British Empire, 
less than the European continent. 
we are here more concerned with 
general movement than with devia- 
in particular cases. 


é 


¢ Changing Mechanism of Saving 


ig J 
\ weakening of the position of the 
rity markets, particularly of the 
k exchanges, can be observed even 
the national field. First, on the side 


significance of these changing forms of invest- 
has been dealt with particularly by A. Loveday, 
11 Organisation and the Price Level” in 
Essays in Honour of Gustav Cassel, London, 


of capital supply: the structure of sav- 
ing, the composition of the investing 
class, and the habits of investment 
have changed and are still changing 
considerably in the most developed 
countries.! Saving is no longer concen- 
trated in the hands of a small rentter 
class, but has tended to spread over the 
whole population. On the one hand, 
the small investor. is becoming nu- 
merically more and more important. In 
general, large numbers of small in- 
vestors are neither able nor prepared 
to invest in securities. They prefer bank 
deposits, and generally leave the task 
of investment to the banks. In so far 
as they do invest in securities, they 
tend much more than the former ren- 
tier class to buy gilt-edged securities, 
or, in any case, securities with fixed 
interest. As to investment in industry 
and trade, mixed forms intermediate 
between fixed interest 
securities, such as preferred shares, 


equities and 


enjoy an increasing popularity, owing 
to the greater stress laid on safety by 
the small investor. ‘This makes the 
financing of industry through the cap- 
ital market more and more difficult. For 
these mixed forms are to a large extent 
more expensive than ordinary stocks, 
and their returns are not so adaptable 
to the profits of the enterprise. The 
result is that industry tends to find it 
more convenient to finance itself out- 
side the stock exchanges, as, for in- 
stance, from its own reserves or by 
bank loans; a consequence of the latter 
is that the commercial banks, in some 
countries, tend more and more to be- 
come investment banks. 

On the other hand, collective credit 
institutions and organizations play a 
1933; Twentieth Century Fund, The Securit 
Markets, New York, 1935; New Fabian Research 
Bureau, Studies in Capital and Investment, London 


1935. 
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greater role in the capital market now 
than formerly: insurance companies, 
the social insurance funds, savings 
banks, state and other public banks, 
foundations, pensions funds, etc., in 
particular. Life insurance is no longer 
restricted, as it was in its origin, merely 
to cover the life and death contingency; 
it must now be regarded, at least in 
part, as a form of investment. People 
buy insurance policies often simply as 
a convenient form in which to hold 
their savings. According to some esti- 
mates taken from the Studies on Capital 
and Investment published by the New 
Fabian Research Bureau, the English 
insurance funds amount now to one 
billion pounds; nearly 50 million are 
probably saved each year through the 
medium of insurance companies. The 
building societies have attracted a 
growing proportion of national savings 
through the high interest rates they 
have been able to pay up to the pres- 
ent. Total investment in the English 
building societies rose steadily from 
64 million pounds in 1918 to 360 million 
pounds in 1934. On the equity markets, 
the individual investor is partly re- 
placed by holding companies and 
investment trusts. The total invest- 
ment funds of the English investment 
trusts amount now to 360 million 
pounds, i.e., more than _ one-third 
as much as those of the insurance 
companies. 

What are the effects of these develop- 
ments on the characteristic instrument 
of the modern capital market, the stock 
exchange? An increasing part of total 
saving is no longer immediately di- 
rected toward the stock exchanges or 
toward securities dealt with on the stock 
exchanges. This is especially clear in 
the case of the building societies. As 
to the various funds and collective 
organizations investing in securities, 


they tend for the most part to concep. 
trate on fixed interest-bearing domest;, 
securities, i.e., they concentrate on the 
least active section of the stock ex. 
changes. Again, social insurance, public 
banks, trustee funds, foundations, etc. 
may be mentioned as examples of such 
a tendency, brought about by “naty. 
ral” preferences, such as caution and 
safety, as well as by legal restrictions, 
Only investment trusts are a different 
case. At the same time, the collective 
organizations tend to avoid making 
their transactions through the stock 
exchanges altogether; they tend rather 
—like many investment trusts—to buy 
and sell directly. They are, so to speak, 
wholesalers and do not find the organ- 
ization of the stock exchanges, which 
are essentially security retailing insti- 
tutions, very well suited for their pur- 
poses. And, indeed, the advantages of 
the stock exchanges may turn in thei: 
case into disadvantages. For instance, 
with regard to publicity, they do not 
want their purchases to become knowr 
since that would probably make their 
investment more expensive. Or again, 
on the stock exchanges the prices 
quoted are binding for all transactions 
at a given time, whereas for wholesale 
security operations special prices may 
very often apply which are different 
from those ruling for normal stock ex- 
change business. In general, the large- 
scale transactions of the collective 
organizations would have too great 
an influence on the whole state of the 
market and on security prices. ‘Thus, 
with the development of these fund: 
as holders of securities, an increasing 
number of transactions take place out- 
side the stock exchanges. Some of these 
institutions, such as the insurance com- 
panies, even tend to finance industry 
and trade directly, particularly as re- 
gards medium-term financing. The 
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is that the importance of the 
exchanges tends to be consider- 
( akened. 

in Demand for Capital 

dly, we can find some develop- 

n the side of capital demand 
affect the position of the capital 


rkets. Here must be mentioned the 


of self-financing in industry 
non-distribution of a consider- 
rt of profits—partly owing to 
ncentration of industry and the 
hareholders’ control, and partly 
lificulties which industry had 
n financing through the capital 
resulting from the structural 
on the supply side already 
d, and, in some countries, from 
easing competition of the public 
ties on the capital market. 
rh the self-financing of industry, 
easing proportion of total capital 
| is prevented from passing 
the capital market in general 
hrough the stock exchanges in 
ar. 
self-financing of industry has 
ther aspect: the security mar- 
rmerly had a very important 
in financing the exploitation 
inventions. We shall only men- 
railway financing which began 
t immediately after the establish- 
the first railways in Europe, 
ich constituted a considerable 
' foreign lending during the nine- 
century, electricity financing 
first cable lines were financed 
by bankers nor by govern- 
but by public capital issues), 
the last decade, artificial silk 


ntions and their economic realiza- 


is changed. This does not imply 
essimistic view that the whole 
ics of inventions is weakening, 


since much more is now done in this 
field in the research departments and 
laboratories of the big industrial com- 
panies than by individual inventors. 
The big companies spend each year 
enormous sums of their undistributed 
profits for the development and ex- 
ploitation of inventions, and if they 
apply to the capital market at all, their 
standing gives them much greater pos- 
sibilities of financing than those open 
to companies founded ad hoc for the 
exploitation of a new invention. 

The movement toward the concen- 
tration of industry itself used to give 
rise to many security transactions in- 
side and outside the stock exchanges. If 
those economists are right who think 
that this movement has come to an end 
because the optimum size of firms has 
been reached or even exceeded in the 
most developed countries, this may 
also tend to weaken the security mar- 
kets because of lack of transactions. 
The stock exchanges, in particular, are 
affected by any metamorphosis from 
dynamics to statics in the industrial 
development. 

The same applies to the tendency to 
establish state control over new indus- 
trial equipment, as in Italy and partly 
in Germany, Czechoslovakia, Holland, 
and a number of other countries. It was 
formerly regarded as a function of the 
capital markets to direct the flow of 
investment to the most profitable en- 
terprises through the selective mechan- 
ism of the interest rate. If this function 
is now to be replaced by state control, 
the significance of the capital markets 
will obviously be diminished. 

So far we have dealt only with the 
sphere of private enterprise. But there 
is to be observed in all countries a 
growing proportion of state investment 
to total investment, even if we disre- 
gard the extreme forms of state re- 
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covery financing such as have taken 
place during the last few years in the 
United States, and—to a more accen- 
tuated degree—in Germany and Italy. 
The financing of state investment 
involves quite different methods from 
those of private investment; e.g., it 
may partly be derived directly from 
taxation and public funds and in this 
way have nothing whatever to do with 
security transactions—another form 
of “self-financing.” State financing, if 
realized by public issues, tends to in- 
crease the share of fixed interest-bear- 
ing securities in relation to equities and 
may result in a permanent pressure on 
the yield of capital. We shall examine 
later the effect of such a development 
on the market character of the stock 
exchanges in particular; for the mo- 
ment it goes without saying that it can- 
not fail to change the whole aspect of 
the capital markets which were charac- 
terized, in the fifty years before the 
World War, by a rapid increase of 
private issues. 


Limitation of the Investor's Choice 


From all the influences on the side 
of both supply and demand for capital 
there arises a certain tendency for the 
investor’s choice to be limited. The 
development of the capital markets up 
to the War was marked by a constant 
extension of national and international 
investment opportunities. A growing 
number of securities of different kinds 
competed for the investor’s funds; the 
formation and the transformation of 
big business into the form of companies 
provided the issue houses and the stock 
exchanges with a wide and varying 
supply of investments. In contrast with 
this state of affairs, the present capital 
markets are characterized by “em- 
bargoes.””’ The embargoes on foreign 
issues have already been mentioned; in 


Germany an embargo on private issues 
has been established in order to resery, 
the capital market for the state, and jp 
some countries temporary embargoes 
on new issues have been decreed during 
the conversions of government loan; 
as in England in 1932. All of these 
regulations of the capital markets r. 
strict the investor’s choice. Another. 
and perhaps a more permanent, change 
is the concentration of industry whict 
has reduced the number of independent 
equities issues. 

On the other hand, the investor's 
choice may have been enlarged by the 
investment trusts which provide even 
the small investor with a broad and 
varying collection of securities and 
spread his risk to a degree former; 
inconceivable. The large investor is 
probably encouraged by better com- 
munications and publicity to invest 
directly abroad more than before the 
War. Thus, the limitation of the in- 
vestor’s choice has to some extent been 
counterbalanced. But on the whole, th 
restricting influences seem to prepon- 
derate; in particular, as we have seen, 
large sections of the capital markets 
are now cut off altogether from the 
stock exchanges with their variety o! 
investment opportunities. The con- 
sequence is that a part of the available 
capital, especially capital which is seek- 
ing more risky but more remunerative 
investments, is transformed from the 
organized to the unorganized capita’ 
market; i.e., it leaves the security mar- 
kets and the stock exchanges altogethe: 
and passes over to private financing 
with all its disadvantages, lack 
marketability, etc. It seems, for exam- 
ple, that private financing has recent!) 
developed much more in England than 
formerly, as a result of low interest 
rates and the embargo on foreigt 
issues. 
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State Control 


easing state control is one of the 
spicuous features in the recent 
the capital markets. It af- 
capital markets in many 
ways. Control may aim at 
ing directly the flow of invest- 
this is the case of state recovery 
or merely at avoiding frauds 
ilative excesses on the stock 
ves and regulating the function- 
the banking system. Various 
have been applied in different 
ries, but the result is everywhere 
f autonomy of the capital mar- 
t of all, we shall examine the 
f monetary policy on these mar- 
h particular reference to open 
perations as the outstanding 
nent of modern banking policy— 
trument which is certainly of a 
nent character and therefore de- 
pecial attention. 
lear that the rate of interest 
f the main determinants of 
y prices, and that the latter are 
n indications for price changes 
apital markets. This being so, 
inagement of the interest rate 
n market operations cannot fail 
ise a very marked influence on 
le price formation aspect of the 
markets in general and of the 
hanges in particular. It is true 
main traditional instrument 
etary policy, the discount rate 
central banks, also aimed at 
ing security prices, and has 
been used for just this purpose. 
in this respect the efficiency of 
market operations is probably 
more accentuated than that of 
int changes. These two forms of 
netary policy might perhaps be com- 
ired with the two forms of commercial 
y, tariffs and quotas. Tariffs work 


much more smoothly, and leave a cer- 
tain freedom of adaptation, whereas 
the effects of quotas are rigid and ir- 
resistible. Similarly there is a great 
difference between trying to influence 
the volume of money and credit in cir- 
culation by modifications of the dis- 
count rate, and by direct purchases or 
sales of bills and securities, that is, by 
operating directly on the volume rather 
than on the price of credit. 

The fact that securities are the main 
objects of open market operations may 
change the whole market character of 
the stock exchanges. The stock ex- 
changes have always been cited as the 
typical example of a “‘ perfect market.” 
The condition of a perfect market 
requires both on the supply and on the 
demand side a sufficiently large number 
of separate and independent individ- 
uals operating, each to be able to regard 
prices as being unaffected by his own 
particular transactions. The actual 
price is then established in the market 
by the operation of the laws of supply 
and demand and becomes an objective 
datum to which each individual both 
on the supply and on the demand side 
must adapt himself. 

On the whole, the price system on the 
stock exchanges represented a fairly 
close approach to these conditions. 
Now, however, the introduction of 
open market policy has created a new 
operating force in the security markets 
(inside and outside the stock exchanges) 
whose main characteristic is in not 
being prepared to accept the tradi- 
tional principles of security price deter- 
mination, but rather aiming at and 
usually succeeding in exercising a direct 
influence on them itself. The limits of 
open market policy are not yet clearly 
established; they vary certainly with 
the given circumstances, depending on 
the structure of the banking system, 
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etc. In the long run, open market opera- 
tions may only succeed in strengthening 
or accelerating existing tendencies. But 
in any case it is clear that such concen- 
trated purchases or sales of securities 
as are involved in open market policy 
cannot fail to affect the former auton- 
omy and perfection of the market. In 
addition to the other wholesalers in 
securities already mentioned above, 
there is now the treasury or the central 
bank which acts under quite different 
market conditions from those govern- 
ing usual dealers on the security mar- 
kets. The stock exchanges tend to 
operate under conditions of monopoly 
or at least of imperfect competition. 
The degree to which price formation is 
affected by wholesale transactions 
could often be observed in the develop- 
ment of the investment trust move- 
ment. This development itself gave rise 
to a somewhat localized increase of 
security prices, since the investment 
trusts displayed a demand for a rather 
limited collection of securities consist- 
ing of the main standard types. 
Another influence in the same direc- 
tion arises from the fact that the state 
has become more and more impor- 
tant as a borrower, so that there may 
develop at times a more or less monop- 
olistic situation on the demand side. 
An example of this tendency is to be 
policy 
been 


conversion 
have 


seen in the new 
which the governments 
carrying out in the last few years. They 
not only use open market policy to 
prepare the ground for the conversion 
operations, but have at the same time 
reenforced the cheapening of their 
credit by embargoes on other issues, by 
the application of mass propaganda 
and of national appeals, such as is usual 
in war-time, and by introducing in- 
numerable technical obstacles to any 


resistance. The distinction between 
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forced and voluntary conversions ha; 
thus been more or less abolished. Th 
state acts at the same time as a legis. 
lator for the general good as wel] a; 
having its own particular fiscal inter. 
ests at heart. Increasing state contro) 
is closely bound up with growing state 
sovereignty on the capital markets 
The time is past when markets were sp 
independent of government policy that, 
for example, a Russian loan could be 
issued in London in 1855, at the same 
time that EF ngland was engaged i in the 
Crimean War against Russia.? 


State Control of the Stock Exchanges 


It may be asked whether the stock 
exchanges have ever really been a per- 
fect market, whether they have not 
very often in the past been subjected 
to private manipulations of various 
kinds. The history of the stock ex- 
changes certainly confirms this thesis. 
But there is a certain difference between 
private and public manipulation. Pri- 
vate management has mostly been 
directed toward one security or one 
category of securities, whereas state 
manipulation tries to influence the 
whole level of security prices at on 
There are differences in degree and 
possibilities. Private manipulation re- 
leases counter forces which are not s 
likely to arise in the case of state inter- 
vention, since this is usually entangled 
with the whole of economic policy. 
Moreover, private manipulations can 
be eliminated or at least restricted by 
regulations, by publicity, or by state 
control. 

A distinct tendency toward increas 
ing state control over the stock ei 
changes can in fact be observed, part] 
due to growing control of the cena 
system as a whole and partly to a de- 


nm 


2Cf. R. Nurkse, Internationale Kapitalbewegun 
Wien, 1935, p. 245. 
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rate attempt to restrain speculative 


es. It has been greatly enhanced 
e abuses revealed during the 
depression. In the United States 
urity markets have been sub- 
a close control by the Fed- 
thorities, and regulations for 


gin buying have been introduced. 


r distinction between banking 
has been estab- 

further distinction between 
inking and trustee business is 
ed, and publicity has been im- 
In Sweden the possibilities for 


banks holding shares and granting 


and loans on security of shares 


been severely restricted. In Ger- 


rward transactions on the stock 
have, because of state inter- 
not been resumed since the 
rary closing of the stock ex- 
in 1931. The supervision of the 


,uthorities has been strengthened, 


 dealer’s business has been sep- 
from that of the brokers. 

this increasing state control 
rily check the activity of the 
xchanges? Certainly not, in so 
ims at eliminating abuses and 
ations and at increasing the 
n of the market. In this way 
improve the functioning of the 


biil 


nges without being able, of course, 


ninate all differential advantages 
rise from inside and advance 

lge of political or economic 
r of the special situation of 

lar firms. 

will not speculation be weak- 
state control? Speculation is 


sential element of the stock ex- 


in its present form. The entire 


anism of the exchange is designed 


ilitate speculative transactions, 


xperts confirm that on the average 


lume of speculative transac- 
transactions of the professional 


speculators—is larger than the volume 
of investment transactions, at least 
in the equity market. Some important 
functions have been ascribed to specu- 
lation: it is supposed to widen the 
market, to iron out price movements, 
and to sustain new issues until they 
are taken up by investors. It may be 
doubted whether speculation ever ac- 
tually fulfilled all these functions. As 
to the smoothing influence, e.g., this 
is often counteracted by the exaggera- 
tion of movement which is a charac- 
teristic feature of speculation. On the 
whole, however, certain advantages in 
regard to the functioning of the stock 
markets must be attributed to specula- 
tion. If state intervention now succeeds 
in restraining speculation, the conse- 
quence would certainly be a decrease 
in the volume of transactions and in 
the marketability of securities, and 
this decreasing marketability would 
again give rise to an extension of the 
volume of transactions which take 
place outside of the stock exchanges. 
Thus, the result would be a cumulative 
weakening of these institutions. 

At the present time, it is not yet 
possible to evaluate the effects of state 
control on the stock exchanges, since 
the inflationary boom which usually 


gives rise to speculative excesses has 
not yet reached its climax even in 
the countries where recovery is most 
advanced. But neither the restriction 
nor the abolition of speculation would 
extinguish the stock exchange alto- 
gether. So long as securities exist, there 
will always be a necessity for an insti- 
tution through which people exchange 
securities against money and _ vice 
versa, or exchange one security for 
another, and by which the values of 
the securities are determined. Even in 
Moscow today there are securities and 


there is a stock exchange on which 
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government bonds are traded and 
quoted. But the abolition of specula- 
tion, if it were possible, would certainly 
change and weaken the entire charac- 
ter of the stock exchanges. We are, how- 
ever, still far from such a situation. Up 
to the present, speculation—profes- 
sional as well as unprofessional—has 
shown a highly developed adaptability 
even in the face of very great changes. 


The Present Recovery 

With the background of these ob- 
servations we can now try to examine 
briefly what changes appear to have 
taken place during the present re- 
covery.* In many countries which enjoy 
a distinct recovery, particularly in the 
United States (at least in 1935), in 
Japan, in Germany, and in Italy, the 
state has been the main instrument of 
recovery and at the same time the 
chief investor. The revival has been 
brought about mainly by state ex- 
penditure for public works, armaments, 
relief organization, etc.; i.e., the state 
has aimed at itself directing the flow of 
investment. The policy was financed by 
an increase of budget deficits and by 
short-term credit operations of the 
state. Thus the activity of the security 
markets was in these countries dimin- 
ished at the outset. They merely re- 
flected the process of state financing 
through the consequent increase in the 
liquidity of the money market and of 
the whole economy. The diminishing 
importance of the stock exchanges in 
these countries is characterized by the 
fact that even when the state has gone 
over from open or veiled budget deficits 
to a policy of debt funding, the stock 
exchanges have often been passed by, 
and the government securities placed 


On this question see the author’s article, “The 
Changing Significance of the Stock Exchange,” /ndex, 
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directly in savings and commerc; 
banks, insurance companies, and othe; 
public institutions. “The public, th 
indeterminate class of interests ma¢ 
up of an agglomeration of innumerabj. 
individuals, seems to have had ; 
abdicate its position in some of thex 
countries in favor of collective organi. 
zations,’’* over which the state disposes 
much more easily than over individua) 
savings. This is particularly evident ip 
the case of Italy and Germany. In add- 
tion, these two countries have limited 
by special laws the distribution 
dividends and thus attempted to check 
the transfer from the bond to the equity 
market which usually takes place in 
an advanced stage of recovery. It is 
very difficult in these countries t 
determine where voluntary financing of 
state expenditure ends and _ forced 
financing begins. The capital markets 
develop more and more into instr- 
ments for the supply of state credit. 
The nearest approach to the tradi- 
tional functioning of the capital market 
in the recovery seems to be provided 
by London, where since 1933 a con- 
spicuous rise in new issues on private 
account has taken place. In 1935 new 
private issues for domestic purposes 
amounted to about 140 million pounds; 
this figure was exceeded only in 1928 
1929, the climax of the last boom. But 
even in London we can observe some 
special features which seem to indicate 
a certain weakening of the importance 
of the security market, as far as the 
supply of new capital is concerned 
The pillar of the English revival has 
up to the present been the housing 
beom, which has been entirely financed 
outside the security market. Industria 
expansion has been based to a great 


Svenska Handelsbanken, Stockholm, April, 1936 
4 From the article mentioned in footnote 3. 
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ipon the liquid reserves of joint ter of investments. In many countries 
k companies and on bank accom- private industrial investment has been 
lation. The total of new issues has directed recently, not so much to the 
teadily since 1932, but even in — establishment of new industries or the 
it was considerably behind the provision of new equipment, but rather 
average of 1923-1929, and be- to the replacement of existing plant 
figures of the first years of | which has become necessary owing to 
previous revival, say 1925 or 1926, wear and tear and obsolescence. In this 
the lower price level is taken respect it is significant that mere re- 
nsideration. “The market, placement cannot provide much scope 
is much less active today than for large-scale capital transactions and 
19028. when industrial production, as stock exchange business, since it is 
e, was lower, and interest rates mostly financed by the reserves of the 
higher.”’® In this case it is espe- _ industrial firms. There are some excep- 
the embargo on foreign issues tions: England, whose recent tariff 
has restricted activity in the _ policy has led to the development of 
ue market. some new “light” industries in the 
tendency toward national isola- southern section; the raw-material 
the capital markets which has countries in their process of rapid in- 
to some extent evident ever since _dustrialization; and Germany and 
War was, for the last few years, Italy, where new “‘substitute material” 
enhanced by the splitting up of __ industries are being built up, the financ- 
ldinto various separatecurrency ing of which has mostly been through 
It reaches its climax in the _ state subsidies. 
European countries with for- Corresponding to the general tend- 
hange regulations—regulations ency described above, the speculative 
make it possible to isolate com- —_ element which has in recent years been 
y the security markets of these so conspicuous in some commodity 
es, to maintain 60% or 70% markets (e.g., silver, shellac, pepper) 
ences in price quotations (re- seems to have been less remarkable 
ng the veiled currency deprecia- in the security markets. The present 
ind to wipe out international stock exchange situation is_ built 
ge. Indeed, the rdle of arbitrage —_ up on credit far less than that of 1927 
as always been an inherent 1929. It may be that we have not 
of the modern international yet reached the advanced phase of 
markets has very much dimin- _ recovery in which speculation usually 
n Europe, and it has been partly comes to its climax. But many of the 
ed by the various sorts of irregu- _sterling-bloc countries have already 
r even illegal security transactions exceeded the levels of the previous 
are the usual by-products of | boom in regard to production and turn- 
regulations. over, a fact which is often regarded as 
ther feature of the present re- a symptom of the advanced stage of 
which restricts the activity of | the revival. That speculation has 
ipital markets is the change which nevertheless not yet developed as much 
to be taking place in the charac- _as in previous analogous periods seems 
to be significant. It may be partly due 


Market Anomalies,” The Economist, =e 
to closer state control, but additional 


26 
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causes are the unevenness of the pres- 
ent revival and the uncertainty arising 
particularly from state intervention of 
all kinds: monetary measures, tariff 
protection, increased taxation, etc. It 
is impossible to forecast the risks in- 
volved by state intervention in a 
situation where intervention 
plays such a great role at the present 


state 


time. 

Thus the security markets have not 
until now displayed the activity they 
once used to show in periods of re- 
covery. It is true that prices and turn- 
overs on most of the stock exchanges 
have risen as a result of increased pro- 
duction, sales, and profits. But new 
private remain low and the 
speculative element is much less notice- 
able than in previous periods of this 
kind. A considerable part of capital 
has been withdrawn from investment 
by hoarding in more or less primitive 
forms. Apart from this, there is un- 
doubtedly a great demand for invest- 
ment opportunities on the part of the 
public, but the motives of this demand 
differ substantially from the usual 
steady considerations of profitability. 
It is, certainly more in Europe than in 
the United States, the craving for 
safety, the fear of loss, which drives 


issues 


capital in a wild zigzag race from 
France to England, from England to 
the United States, from the United 
States to Switzerland, from gold hoards 
into bank notes, from bank notes into 
shares, from shares into gold, and so 
on. The security markets cannot fail 
to reflect these peculiar investment 
requirements but they do not con- 
tribute so much as formerly toward 
directing the flow of money, acting 
as a clearing channel for the avail- 
able capital, and determining economic 


development. 
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Permanent and Ephemeral Changes 


Both the causes and the effects ,; 
the structural transformation of the 
capital markets in the various countrie 
are of very different natures apn; 
weights. In one country national iso}. 
tion, in another the shift in the stn. 
ture of saving, in a third the increase o! 
state control, is more accentuated, |; 
the same way the further developmen: 
of the capital markets may perhap 
be marked by growing differentiation 
But nevertheless it may be worth while 


1 


trying to ignore the peculiarities of the 
frontiers and asking from an interna. 
tional point of view which of the vari- 
ous tendencies here described are like|; 
to disappear with the special circum. 
stances that gave rise to them, and 
which of them will last and even be. 
come aggravated. 

It is probably not unreasonable : 
expect that the tendency toward na- 
tional isolation of the capital markets is 
likely to be modified and that interne- 
tional investments may again play : 
part—perhaps a minor role—if the 
worst barriers to world trade are re- 
moved, if a general currency stabiliza- 
tion takes place, and if internationa 
debt payments are resumed. But even 
then government control over foreign 
issues in creditor countries will prob- 
ably remain as a permanent inst 
tution—and not only for politica 
reasons. For such a control is an essen- 
tial part of the monetary control in 
general which seems likely to be con- 
tinued or even widened. Moreover, we 
see in many debtor countries a tend: 
ency against foreign financial and 10 
dustrial interest which may check the 
resumption of international invest: 
ments on the former scale. Overseas 
countries very often build up the 
industries not on a profitable basis, but 
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ubsidies and by visible and in- 
ble taxation, such as tariffs. In this 

they do not offer so many re- 
muynerative opportunities for foreign 
avestment. All this will probably di- 
ish further the international activ- 
the capital markets. Increasing 
ontrol over the security markets 
sa fairly universal phenomenon which 
has already been in force for a long 
me and which will presumably con- 


is open market policy, a further 
nsion appears probable, not only 
by an intensification in those countries 
here it has already been applied but 
also by the adoption of this policy in 
ther countries. The existence of ex- 
hange equilization funds may reén- 
rce the possibilities of manipulating 
the money and security markets. State 
ery financing, in the extreme form 
h it has been seen in Germany 
taly, may be merely a temporary 
omenon. But it is highly question- 
whether it is possible for these 
\tries to return to the former sys- 
of private initiative, and the share 
ite investment in total investment 
ncreasing everywhere. The struc- 
anges in saving seem to be still 
inuing, and may even become more 
especially in countries 
England and the United States 

ere up to the present the changes 
it been very marked, and where 
ther broad rentier class still exists 
ong dynamic influences are still in 


it lated, 


in the whole, the security market as 
{ the most sensitive instruments 
he capitalistic economy cannot fail 
reflect the general transformations 
form of economy in a very ac- 
way: the change from a highly 

ic to a more static development, 

i from a competitive to a more mo- 


nopolistic organization, the integration 
of politics and economics, the shifting 
from individualism to collectivism, and 
so on. 

The security markets adapt them- 
selves, with tremendous friction, to the 
new conditions brought about by the 
far-reaching changes in the economic 
system; at the same time, there seems 
to be less ground for such apprehension 
regarding their stability and adequacy 
as has recently been expressed, for 
example, by J. M. Keynes.* Mr. Keynes 
regards the combination of fixity of 
investment for the community with 
liquidity from the point of view of the 
individual investor as one of the main 
causes of instability resulting from 
the existence of highly organized “‘liq- 
uid” investment markets. Now, in so 
far as individual investment is being 
progressively replaced by collective 
investment, as has been indicated 
above, this element of instability will 
be thereby diminished. Collective or- 
ganizations and funds of public charac- 
ter may voluntarily or involuntarily 
tend to “‘make the purchase of an in- 
vestment permanent and _indissolu- 
ble, like marriage,” a remedy which 
Mr. Keynes proposes and at the same 
time rejects as far as individual in- 
vestors are concerned, on the ground 
that any restriction of the liquidity of 
individual investments may seriously 
impede new investment. ‘Tendencies 
toward an increasing permanence of 
collective investment are indeed to be 
seen in totalitarian states, such as Italy 
and Germany, where savings banks, 
insurance funds, etc., which have sub- 
scribed to government loans, have been 
forbidden to resell them within a given 
period of years—not a marriage, per- 
® The General Theory of Employment, Interest and 
Money. New York: Harcourt, Brace & Co., 1936. 
Chap. 12, ‘The State of Long-Term Expectation.” 
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haps, but at least a long-term engage- 
ment. In any case, collective funds may 
be induced to react to changing condi- 
tions quite differently from individ- 
uals; they may gradually become the 
investors basing 
their decisions on “genuine long-term 
expectations”’ instead of on those day- 
to-day fluctuations whose influence on 
the security markets is so much de- 
plored by Mr. Keynes. 

On the other hand, it cannot be 
denied that the loss of autonomy of the 
security markets which seems to be 
the main feature of their recent struc- 
tural development has very serious 
consequences. Formerly, within the 
framework of the free play of economic 
forces, it was regarded as a function 


*serious-minded”’ 


‘ 


of the security markets to act, so to 
speak, as a compass in showing the 
direction of economic development and 


the state of business. This function can 
obviously no longer be maintained if, 
to continue our metaphor, the auto- 
matic mechanism of magnetism is 
being tampered with. Thus, for exam- 
ple, the self-financing of industry and 
the increase of forced saving by the 





state may enlarge the danger of mis. 

direction of capital. As long as th 

savings of a community flowed throu} 

the capital market, it was the rate o' THE 
interest that was said to secure the 
most rational distribution of the avail. 
able capital and to determine the jp. 
vestment policy of the entrepreneur 
as well as the financial policy of t 
state. With the growth of forced saving 
and self-financing (which is only ap. 
other form of forced saving) the mech- 
anism of the interest rate becomes les; 
and less important. We have no 
certainly many other sources of obser- 
vation and guidance than the interest 
rate, security prices, and stock 
change activity; we have a better, 
though not all-sufficient, knowledge 
economic forces, facts, and interrela- 
tionships. But it is an open questior 
whether we can find, with the introdu 
tion of management into economics 
another instrument of orientation and 
direction of capital which will w 
with the same mobility, speed, 
reliability as the security markets did 
in the days of their prime. 





WAITING 


PERIOD UNDER THE SECURITIES ACT 


BY GEORGE E. BATES 


HE twenty-day interval pro- 
vided by the Securities Act 
between the filing and effective 
registration statement has 
mewhat indiscriminately 
waiting period” or “cooling 
[hose names are suggestive of 
ses that the requirement was 
» serve. A “waiting period”’ 
rmit the Securities and Ex- 
Commission, administrative 
the Federal government, to 
he statements as to their 
apparent accuracy, and 
heir likelihood of misleading 
investor; and then to take 
steps to prevent the sale 
‘ not conforming to require- 
has been urged that a “‘cool- 
’ would deter rash action on 
both buyers and sellers and 
inish the volume of “un- 
securities and improve the 
Thus both 
nd cooling are laudable as 
measures, though if its 
are achieved, the cooling 
obviously more important. 


ent’? of others. 


4 


ng period might affect the 


both buyers and sellers. The 
+1 


by the general investor to an 
ight be influenced by (1) his 


t a 
A 
her 


own study of the security, (2) study of 
the security by those who would advise 
him, or (3) study by those whose ac- 
tions might affect his. The actions of 
sellers might be influenced by (1) the 
knowledge that the security would be 
subjected to such study or (2) the 
time for reflection and the working 
of conscience which a cooling period 
might provide. 

The Securities Act requires not only 
that truth be told, but that in the sale 
of registered issues certain specified 
information be included in the dis- 
closure. If this information is to “‘con- 
dition the market” as is sometimes 
stated, the information must be 
brought home to potential buyers. The 
prospective investor must be given time 
to study the information and to reach 
an unhurried conclusion. ‘There must 
be public announcement of statements 
filed, public access to the statements, 
and a period for public examination. 

It was realized that relatively few 
investors would utilize those records 
directly, however, and the Act was 
cleverly, though circuitously, drafted 
so that the solicitation of sales would be 
based on a prospectus embodying most 
of the information required for the reg- 
istration statement. An exception to 
the broad definition of “‘prospectus”’ 


was made in the event that a written 


2 A trade term which takes « 
a security may be suitable for one inv 
placed) but not for another (bad 
also used in connection wit! 
signify that securities sold will r 

‘ . . ,* ’ . 7? 
market within a short time (well | 


to come back (misplaced or pi 
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prospectus meeting the requirements of 
§10 preceded or accompanied the com- 
munication. This exception, which be- 
came the usual means of operation, 
moved forward the required date of 
delivery of a prospectus from the date 
of delivery of the security to the date 
of the first formal solicitation of its 
sale. Under the Act, however, this date 
is the effective, not the filing, date of 
the registration statement, so that a 
prospectus may not be circulated by 
issuer, underwriter, or dealer during 
the cooling period. The prospectus re- 
quirement, therefore, is not designed to 
aid the purposes of a cooling period. 
Recognition of this defect in the Act 
has caused the Commission to lend 
encouragement to the practice of circu- 
lating so-called “red herrings,’’ which 
are preliminary and usually incomplete 
forms of the prospectus across which 
are stamped in red ink (the source of 
the name, “red herring’’) a statement 
to the effect that the form is not a pro- 
spectus and is not to be construed to be 
an offer to sell or a solicitation of offers 
to buy the security described. In view 
of the fact that such “red herrings” are 
not apt to be sent by issuers, under- 
writers, or dealers to others than those 
to whom they hope to make sales, they 
come perilously close to being prospec- 
tuses under the definition in §2(10) and 
the extremely broad definition of an 
“offer to sell’’ (§2(3)). They represent 
one method of putting information 
before the investor during the waiting 
period, but a method embodying four 
defects: (1) Their use probably in- 
volves some risk to those who distribute 
it. (2) As stated, the “red herring”’ is 
not a complete prospectus and, there- 
fore, may lack some or considerable 
important information. (3) Because of 
amendments to the registration state- 


ment, the definitive prospectus may 
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differ from the “‘red herring” in mate. 
rial respects, but these changes may not 
be brought home to investors who in 
reality have relied upon the latter. (4) 
The circulation of the “‘red herring” js 
purely at the initiative of the seller of 
the securities, who may thus regulate 
this thermostat on the cooling period as 
his own motives dictate. 

It may be concluded, therefore, that 
the cooling period, as such, can be of 
little benefit to the average investor as 
directly giving him material for the 
study of a new issue. It is unthinkable 
that many investors would study al! 
statements filed with the hope of 
occasionally finding a security suitable 
for investment. It has been pointed 
out that the “‘red herring”’ is a defec- 
tive substitute for a prospectus and, 
furthermore, is not an integral part of 
the cooling period. 

The investor’s casual adviser is in no 
better position for utilizing the cooling 
period than is the investor. The finan- 
cial or general press is not apt to be of 
much real assistance,* though it some- 
times publishes a few of the facts from 
some of the registrations during the 
cooling period. The financial services 
reporting on issuers and their securities 
may perform a real service for the in- 
vestor in summarizing what in the 
opinion of the compilers are the signifi- 
cant facts found in particular registra- 
tion statements. Such summaries have 
some of the defects of the “‘ red herring” 
and both the disadvantages and advan- 
tages of being selections and condensa- 
tions, but they possess the virtue that 
their publication is independent of the 
caprice or motive of the seller. In prac- 
tice, however, they seem to be used 
only by the reasonably intelligent in- 
vestors who spend a few minutes or at 


Cf. Twentieth Century Fund, Inc., The Securit 
Markets, New York, 1935, pp. 615-629. 
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st a few hours digesting the informa- 
they contain, rather than any 
portion of the twenty-day cool- 

ng period. Practically, too, such ad- 
nce digests are made only of the 
security issues and their circula- 
:mong investors depends primarily 
the dealer. Independent experts, 
as investment counsel, would ap- 
be equipped to make use of the 
tration statement, but thus far 
ave not in practice done so to any 
reat extent. The bulk of the purchases 
mmended by investment counsel 

ive been of outstanding securities for 
which the market is not made to stand 
r twenty days to allow investiga- 

and deliberation, and there is no 
evidence that their recommendations 
new securities would be any less de- 
if the cooling period were elimi- 


lhe foregoing practical defects of a 
ng period have been generally ap- 
1, and perhaps the support for 
vision has been based upon the 
that the response to an issue 
y the average investor will be 
ned by the actions of others. 


nr sat 
t Te” 
I La Le% 


liticulty here is that those actions, 
information disclosed in the 
registration statement, must be brought 
the investor to be effective. 

‘Oo means is provided whereby the 


general investor may, during the origi- 


listribution of an issue, know the 
ter of its reception by other in- 
Practically, in so far as the 

ng period is concerned, he would 
gain an accurate impression 
the effective or offering date of 
the reception was going to be. 
the actions of other investors 


} 


ter bh 
r D ne 


ying for several days after t 
to see whether the security is still 


dealers, with the possible outcome 





would not be apt to influence his deci- 
sion directly. 

Through the effect upon issuers, un- 
derwriters, and dealers of knowledge 
that a portion of the whole market 
might be denied them, however, in case 
the issue were not made sufficiently 
attractive to withstand the scrutiny of 
experts, the general investor might ex- 
pect to benefit indirectly from the pro- 
vision. This consideration would carry 
some weight were it not for the fact 
that such a prophylactic effect is not 
dependent upon the cooling period, 
that there are different classes of issues 
appealing to different types of inves- 
tors, and that issuers and dealers who 
sell questionable securities never count 
the expert segment a part of their mar- 
ket. The consideration given an issue 
by reputable dealers, themselves, can 
be helpful to investors, but it is sub- 
mitted that the three-day period which 
was specified in the Investment Bank- 
ers’ Code would be fully adequate for 
the purpose. 

To imagine a twenty-day 
as an opportunity afforded officers of 
issuing companies and their bankers 
for reflecting upon the wisdom of their 
plan of security issuance and, as a con- 
sequence, improving the terms for the 
investor or giving up the issue, requires 
a rather naive conception of security 
issuance. The objective of inducing 
greater care in the issuance of securities 
is highly desirable, but, to the extent 
that it is promoted by the Securities 
Act, it is accomplished by other provi- 
sions than that of a cooling period. 

It is necessary to consider the matter 
of speed of sale and high-pressure sell- 
ing, because the cooling period has 
been specifically grounded upon its 


‘ 


‘cooling”’ 


that he will not buy if it is and may be unable t 


buy at the original issue price if it is not 
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capacity to temper feverish merchan- 
dising. Those terms are somewhat 
contradictory, for normally “speedy 
sale’’ is the resultant of a seller’s mar- 
ket for an issue® while “high pressure 
selling’ is a dealer’s antidote to a 
buyer’s market. They are consistent 
only in so far as high-pressure sell- 
ing may produce the appearance of a 
seller's market and as the existence 
of a general seller’s market and result- 
ing speedy sales permit securities, to 
which the conditions of that market 
would not normally extend, to be in- 
cluded by means of intensive selling 
methods. A seller’s market may be the 
result of general market conditions or 
of pricing, neither of which are mate- 
rially affected by a cooling period. It 
may also result from effective sales 
promotion. The cooling period does not 
affect the amount of selling pressure 
that may be applied after the effective 
date. Its only effect can come through 
creating resistance to such pressure. It 
can do this only if information unfavor- 
able to the issue is brought home to the 
prospective investor, directly or in- 
directly, during the twenty-day interval. 

If those marketing an issue attempt 
to do so at a price which is unjustified 
on the basis of information contained 
in the registration statement or if for 
some other reason they feel that in- 
formation which would appear in ad- 
vance descriptions would be apt to 
create an unfavorable impression 
among investors when studied closely, 
they could scarcely be expected to take 
the initiative in giving out that in- 
formation during the cooling period. 
The deficiencies of other sources of 
information have been discussed. ‘Typi- 
> Speedy syndication, however, may be the result of 
ther pressures, which may then be transmitted into 
major pressures are not 


+ ] ly r re 6'The 
retall selling pressure The 


emoved by the cooling period. Cf. William O. Doug- 


cally there would be no market for th, 
new issue during the cooling period. 
and if market quotations were availab|. 
during distribution they would tell the 
investor little, for they would be made 
to coincide approximately with the 
offering price. High-pressure selling 
must be attacked with other weapons 
than this kind of a cooling period. 
The conclusion seems justifiable, 
therefore, that a cooling period of, say, 
three days during which definitive pro- 
spectuses might be required to b 
placed in the hands of those to be 
solicited, is far preferable to the present 
twenty-day period with no assurance 
that the dealer’s prospective customers 
will hear of an issue before they ar 
actually urged to buy. If there is any 
merit in cooling, furthermore, it would 
be logical to assume variation in the 
need for it. For example, it would be 
difficult to discover a valid reason for 
any cooling period for a_ high-grade 
refunding bond issue, while such a 
period might find justification in a nev 
speculative stock of a little-known is- 
suer. In considering a cooling period, 
the fact should be kept in mind, also, 
that an investor has the alternative ol 
buying either a newly issued Security 
or some outstanding security listed on 
an exchange or traded over the counter. 
There is no cooling in the case of his 
purchase of the latter type of security 
Such securities may or may not be a 
well ‘‘seasoned”’ as a new issue. Per- 
haps the differentiation of importance 
to the problem of cooling is that in th 
case of dealer distribution the investor s 
purchase may be solicited. ‘There are 
only two principal reasons why inves- 
tors buy an issue during initial distribu- 
las and George E. Bates, “The Federal Secur 


Act of 1933,” 43 Yale Law Journal 171, Note 1° 
pp. 204-205. 
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One is that they anticipate they hearing if the brief examination by the 
ve to pay as much or more for Commission disclosed obvious un- 
mount of the issue they want if truths or omissions. If this inference is 
wait until later. The other is that correct, then presumably it was feared 
irity is sold to them. It would that the Commission might err in 
.ltogether undesirable to require believing that different or further state- 
ospectus be delivered a decent ments were required, when in fact they 
| before personally soliciting an were not, and an innocent registrant 
while permitting orders to be might be injured by being subjected to 
onted at once when given at the greater delay than others. The solution 
tive of the buyer. Another fact was to make all issuers wait for a period 
h one should be mindful in ap- — which would permit of a hearing on any 
, the cooling period is that the disputed statement. The fault of this 
the prospectus or registration theory is that experience shows ten 
is, despite its bulk, but a days to be wholly inadequate for the 
e information that an intelli- purpose of a hearing and that, as a 
nvestor would use in deciding practical matter, the Commission’s 
discretion as to information that it maj 
1 require is so broad that compliance 
Period with requests for changes in or addi- 
ntrast with cooling, the advan- __ tions to statements is the only expe- 
ficialexamination priortothe _ dient course if an issue is to be brought 
1 new issue may be substantial. out without inordinate delay. On such 
ind liberal interpretation of | grounds, therefore, it might be possible 
rative discretion may tend to to rule out the second ten days of the 
f the market issues which would waiting period as administratively un- 
unworthy if not presented _necessary and as a penalty upon those 
calculated to mislead the who comply in favor of those who do 
rning.’ It is not the theory of not. 
wever, that the Commission It would not be an unwarranted sug- 
ipon the merits of a security gestion, therefore, that the waiting 
registration. The implied duty __ period be reduced to the time actually 
Commission is to make only a __ required under efficient administration 
iry check-up’’*® during the for the preliminary check-up of a 
lays® of the waiting period to _ registration statement and that the 
ther “a registration statement Commission be given discretion to ex- 
e incomplete orinaccuratein tend it in cases where a hearing was to 
be held or where an extension was ex- 


n investment.® 


terial respect.” 
be inferred that the legisla- — pedient to permit the filing of amend- 
regarding the second half of | ments. This would provide issuers and 
ting period was to permit of a__ their bankers with an incentive to file 


. 20. 
ive them into seeking exemption This ten-day limit is to be inferred from 
tate sales. (Supervision of the prospec- mission’s authority under §8(b) to 
ed for in §10 (d) and has been availed ten days of the filing date, of a hearing to be 


ten days after such notice. On the 


give noti 


f the Manager on the part of the Commission has a flexible alternative 
, Ist Sess., H. R. Rep. 85 (1933), legalistically and practically. 
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complete or nearly complete statements 
in the first instance, remove the penalty 
of unnecessary delay from those who 
have apparently complied, and possibly 
reduce the routine work of the Com- 
mission. From the administrative angle, 
too, it might be desirable to insert a 
degree of flexibility into the waiting 
period, so that it would vary according 
to the class of security registered. Some- 
where between three and seven days 
should be adequate.'® The entire wait- 
ing period for “securities of any foreign 
public authority, which has continued 
the full service of its obligations in the 
United States, the proceeds of which 
are to be devoted to the refunding of 
obligations payable in the United 
States” is seven days. 


Commission Approval 

Under current administrative prac- 
tice, however, seven days are apt to 
prove inadequate for such a foreign 
issue, while twenty days seem scarcely 
sufficient for other registered securities. 
The reason for this is that those charged 
with administering the Act have gone a 
considerable distance beyond the ap- 
parent legislative intent. There is 
pretty good evidence that it was the 
intent of Congress to require that truth 
be told and to make it improvident to 
do otherwise by imposing severe penal- 
ties for infractions. The nature of the 
remedy was not wholly punitive and 
compensatory, of course, for the Com- 
mission was given wide preventive 
powers; but from the express anxiety 
of Congress to avoid any implication of 
government approval of securities, it 
may be inferred that those powers were 
to be exercised primarily to prevent the 
sale of fraudulent securities and to 
prevent the use of misleading or 
1 The Commission would, of course, retain its powers 


under §8(d) and (e) and $20. 


patently inaccurate statements in the 
sale of other securities. Thus it was 
realized that, even though inconsistent 
with the general principles of the Act. 
it was necessary to apply an adminis- 
trative control in those cases where the 
compensatory provisions would jp 
practice be ineffective. 

In contrast with the pervading 
theory of the Act, the Commission has 
been inclined to make, not a “pre. 
liminary check-up” to see if a state- 
ment is “‘on its face” complete and 
accurate, but a painstaking examina- 
tion by experts to see whether every 
fact in which they can conceive that 
an investor might be interested is dis- 
closed. Though materiality is the 
theoretical basis for choice, many of 
the facts may actually be of trivial 
importance. So-called ‘deficiency let- 
ters”! are not the exception, but the 
rule. 

In short, the Commission tends to 
apply the same rigid scrutiny to the 
registration of an obviously high-grade 
refunding security as it does to a secu- 
rity issue of more questionable charac- 
ter. Deficiency letters are as common 
in one case as the other. This sort of 
examination requires from ten to fifteen 
days. The inevitable deficiency letter 
then issues, and the remaining days of 
the waiting period barely suffice for 
the registrant to prepare and file the 
requested amendments. 

Some of these “deficiencies” may be 
material, but as this is principally a 
matter of opinion it would seem better 
in most instances to leave such judg- 
ments to those whose opinions are 
already conditioned by knowledge 0! 
the liabilities to be incurred if they are 
in error. The present practice lends 
increasing encouragement to the vie¥ 


11 Letters from the Commission requesting that ! 
ther information be filed. 
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+hat the Commission is “‘approving”’ 
-egistered securities. Beyond a doubt, 
-ounsel for defendants under the Act 
will stress the fact of this rigid examina- 
. by the Commission and will use 
he defi iency letters to show that an 
exhaustive and contemporary study 
disclosed that nothing further was re- 
lired by the Act. Because of the 
janger of “‘stop orders” being sub- 
stituted for deficiency letters, regis- 
trants and their bankers dare not offer 
securities for sale until they have been 
leared”’ or “‘approved” by the Com- 
mission. This can only be changed by a 
hange in the Commission’s interpreta- 
of its function. If stop orders are 
issue for the same reasons as defi- 
iency letters, underwriters will not 
risk a commitment without some kind 
f Commission “approval” which will 
rally estop it from issuing such an 
under extraordinary 


U4 


except 
vocation. 
Probably few deficiency letters result 
from willful attempts to evade duties 
nposed by the Act. It would seem that 
se which arise from the difficulty of 
nterpreting requirements as applied to 
varying specific situations could be 
eliminated by encouraging informal 
operation between registrants and 
the Commission prior to filing. There 
are probably two other less tangible 
es for deficiency letters. Zeal of the 
examiners to “find something”? may 
ead to many frivolous requests. Knowl- 
edge that, no matter how carefully the 
registration statement is prepared, a 
leficiency letter will always issue may 
ead experienced counsel for registrants 
to withhold for trading purposes cer- 
tain obviously-required information. 
Chis vicious circle can only be guessed 
it, but it scems to be real. 


the case of Bradford-Marvin & Co. in Clinton P. 
e and George E. Bates, Investment Banking. New 
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It does not appear, therefore, that 
the waiting period can be shortened or 
registrants permitted and encouraged 
to publish definitive prospectuses dur- 
ing the waiting period while the present 
theory of administration prevails. It 
may also be noted that adherence to 
the theory places the Commission in 
the position of either doing too much 
or not enough in its examination of 
registration statements. 


“ Beating the Gun”’ 


There is a current phenomenon that 
may have some bearing upon the ques- 
tion of a waiting or cooling period. This 
is the practice of “beating the gun””— 
the trade designation for offering securi- 
ties at retail prior to the date stipulated 
for such offering. It is neither new nor 
a direct outgrowth of the Securities 
Act, but it is violative of the spirit if 
not the letter of the Act respecting the 
cooling period while, curiously enough, 
it also receives encouragement from 
the same provision. Where before the 
Act “beating the gun” had been re- 
duced to from one to two or three days, 
if not technically eliminated through 
omission of any stipulation prohibiting 
it,!? under the Act and in the recent 
seller’s market for institutional securi- 
ties “the gun” is “beaten” in many 
cases by from two to ten or fifteen days. 

Before carrying the analysis further 
it may be desirable to describe a few 
typical situations which give rise to the 
practice. This may best be done by 
posing three hypothetical questions and 
attempting to answer them realistically. 
These questions involve the cases of 
an institutional buyer faced with a 
seller's market, of a dealer in that 
situation, and of the same dealer facing 
an absence of such demand. 
York: McGraw-Hill Book Company, 1931, p. 249 
et seq. 
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An institution holding $250,000 of 
bonds issued by the XYZ Company is 
apprised through the filing of a 
registration statement that the XYZ 
Company proposes to issue new bonds 
with which to refund the issue of which 
this institution owns a part. The insti- 
tution’s investment committee meets, 
authorizes the purchase of $300,000 of 
the new bonds, and instructs an em- 
ployee, Brown, to obtain them. Brown 
is their trader and, as a market expert, 
is reasonably certain that the demand 
will be far in excess of the amount of 
the new issue. Under these conditions, 
he knows that other buyers will make 
strenuous and early efforts to obtain the 
bonds. His own worth to his company is 
measured by his success in buying. 

Of course, there are §§12 (1), 5 (a)(1), 
and 8 (a) of the Securities Act, together 
with the broad definition of “‘sale”’ in 
$2 (3), to defeat his gaining any assur- 
ance of obtaining the bonds. He re- 
flects, however, that they are solely for 
his protection as a buyer and he does 
not want the protection. His invest- 
ment committee has already decided to 
buy. He knows, too, that he will not 
be legally bound to buy in case the 
definitive prospectus which he will 
receive on the offering date should dis- 
close any unfavorable fact not con- 
sidered in making the original decision 
to buy. Even that contingency seems 
quite remote in the case of the XYZ 
Company, as is evident from the popu- 
larity of its senior obligations among 
institutions. Brown, therefore, is going 
to get in touch with as many dealers 
as he thinks will be necessary to fill his 
quota of 300 bonds. He can only make 
shrewd guesses as to which dealers 
will be allotted bonds, but he can find 
out who the underwriters will be and 
can concentrate upon such of them as 
retail securities. ‘The underwriting deal- 


ers will be preferred, for they wil 
probably know the amounts of bond 
they will be allotted, and accordingly 
will be in a better position to confirm 
orders than dealers who do not unde;. 
write. He will certainly choose houses 
with whom he has done business before 
or who have at some time solicited hjs 
business, and will remind them of 
past and prospective relations. He 
knows that the “trading” and other 
business he does with some dealer 
and might do with others may be more 
profitable to them than the slim margin 
they will receive on the XYZ bonds, x 
that, all in all, he will be able to exert 
almost irresistible pressure to force the 
dealers to “keep him in mind” for 
300 bonds on the offering date. The 
dealers will not call them “orders,” 
but “indications” or “‘firm inquiries.” 
If Brown fails to have 300 bonds “con- 
firmed” to him on the offering date, the 
dealers who received his “inquiries” 
will incur more ill-will than if they had 
originally resisted his requests. 

Jones is one of the dealers who is 
approached by Brown. Jones and Con- 
pany is to underwrite $4,000,000 of the 
XYZ issue and will reserve $2,500,000 
of bonds for its own retail department. 
Brown’s institution has been an impor- 
tant customer of the house for man} 
years. The transactions are large and 
the expense of handling them relatively 
small. What does Jones do? He is 
human and succumbs to the pressure. 
He feels that no harm has been done 
The investor has solicited the transac- 
tion. Jones does not feel that there has 
been a technical ‘‘sale”’; he is mere!) 
going to “bear in mind” that Brow! 
wants, say, 150 bonds and that it woul 
be a good thing to sell him 150 bones 
on the offering date. 

The result of numerous calls similar 
to those made by Brown is that Jones s 
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lotment is entirely ‘“‘sold”’ 
re the public offering date. 
not consider them to be 
course, but merely “firm 
’ Nevertheless he has no more 
sell. Likewise, if another 
uld get in touch with Brown, 
find that Brown was “‘taken 


and Company’s experience 
XYZ bonds is only typical of 
is had with many recent issues 
ve been popular with institu- 
nvestors. Then one day an issue 
this house expects to take a 
inderwriting position is regis- 
1 Jones sits at his desk for 
ys without receiving an “‘in- 
He has no reason to suspect 
experience with this issue is 
It cannot be a matter of pric- 
he price is not yet known. 
izes that he has merely been 
taker on the other issues and 
is an issue that for some 
going to require real selling 
can discover no reason that 
nge his own estimate of the 
the security. He begins to 
how other dealers may react 
ituation. For one thing, the 
ters may have to retail a 
portion of the issue. For 
will probably be better if 
men are the first to call upon 
If the issue should prove 
ing, it would be discouraging 
man to be the tenth to call 
omer about the same issue. 

lls the incident of a dozen or 
before when his salesmen 
ted until the offering date 
the syndicate agreement only 
hat all their customers’ re- 
ts in that issue had been 
competitors. After that his 


seldom negligent in bringing 


2II1 


new issues to the attention of its cus- 
tomers at the earliest possible date. 
Jones reflects that the theory of the 
cooling period is that it will enable 
investors to study an issue. He feels 
that the difficulty with the current 
issue is that it has not been brought 
to the attention of his customers. To do 
so will not only further the purpose of 
the Securities Act but may benefit his 
house, for investors are apt to place 
orders with those who first bring a 
security to their attention. He accord- 
ingly sends his salesmen out armed with 
“red herrings” or 
whatever other information on the 
issue his lawyers consider to be safe. Of 
have a slightly 


“blue cards” or 


course, Jones does 
uneasy feeling about this, despite the 
fact that his salesmen are supposed 
merely to distribute information and 
not to solicit or accept orders. Their 
authority is expressly limited and the 
customers may have been notified of 
the limitation of authority. Neverthe- 
less, Jones appreciates that his sales- 
men cannot afford to make too many 
calls that will not result in sales and 
that the only reason they give a cus- 
tomer information on this issue is that 
they hope he will buy the security 
through them. No matter how the 
affair is hedged, Jones knows that 
realistically his salesmen are making 
‘attempt to dis- 


. 


an “‘offer to sell,”’ an 
pose of”’ or a “solicitation of an offer to 
buy” the bonds in question before the 
effective date of the registration state- 
ment and consequently are running 
afoul the spirit of one part of the law 
(§5 (a)(1)), though they may be effectu- 
ating the purpose of another (§8 (a)). In 
view of a letter of the Commission (Re- 
lease No. 70, F.T.C., Nov. 6, 1933) that 


the materials which his house is di 


tributing are not “prospectuses” he 


would feel less like a ‘‘ bootlegger”’ if it 
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were not for the consciousness that 
when his salesmen saw their customers 
they were apt to talk about something 
and probably try to answer questions 
about the security and even discuss its 
merits. He knows, too, that none of his 
salesmen will forget it if a customer 
should remark that he would like to 
have several of the bonds. 

“Beating the gun” has practically 
always involved merely an understand- 
ing rather than a sale or an enforceable 
contract of sale.'* Practically the only 
solution ever found was to eliminate it 
through removing the prohibition. Once 
information of an issue was in the hands 
of either investors or salesmen such 
understandings were bound to occur. 
Originating houses continue their 
efforts to eliminate the practice, but at 
best those efforts are only partially 
successful. At present it appears that 
most of the “gun beating” is in trans- 
actions with institutions, and it is 
probable that the initiative is most 
often taken by the buyer. It is difficult 
to see that anyone is being seriously 
injured by the _ practice—except 
through the present status of the cool- 
ing period. 

As, during the prohibition era, many 
fairly innocent and otherwise law- 
abiding citizens were technically made 
violators of the law and many took 
liquor with scanty knowledge of its 
antecedents, so many reputable dealers 
have probably become bootleggers and 
a number of investing institutions are 
“buying” securities in the absence of 
some of the information they custom- 
arily had before the Securities Act was 
passed. While most of the bootlegging 
may occur in the last few days of the 
period when the price, underwriting, 
and other amendments have been filed, 
18 Such understandings may, however, come within 


the definition of “‘sale”’ in §2(3). 


much of it takes place earlier when no: 
even the price is known. The price js 
after all, a fairly material fact on which 
an investment should be based (for jt js 
a truism that any security is sound aj, 
price). If demand for an issue is nos 
active, dealers may accept “firm jp. 
quiries” subject to the price not being 
higher than a stipulated amount: by: 
when an issue is in great demand such 
price limits are not apt to prove 
acceptable. 

It is not the province of this article 
to deal at greater length with “beating 
the gun.” It was an “unfair trade prac- 
tice” in the 1920’s, being then essen- 
tially a conflict between the interests oj 
different classes of dealers, and was a 
type of question with which too many 
investment bankers were probably pre- 
occupied to the exclusion of matters of 
more vital concern. Its interest here is 
in showing the attitude of buyers to- 
ward the cooling period when the} 
desire certain new issues, the uncom- 
fortable position in which this places 
dealers, the desirability of making 
definitive prospectuses available as 
soon as possible after an issue is an- 
nounced, the willingness of dealers at 
least in certain instances to reserve 
allotments against “‘orders”’ which may 
be disavowed on the effective date, and 
the distinction between having the 
initiative taken by the investor and by 
the dealer during the period. 


Conclusion 


The nature of the subject has un- 
fortunately made it necessary to raise 
a host of disparate points. While sug- 
gesting the pertinence of these, and o! 
diverse implications which grow from 
them, it appears unnecessary to burden 
the conscientious reader with thei 
reiteration. It suffices here to repeal 


luring 


that a three-day cooling period during 
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definitive prospectuses are actu- 
ide available to prospective in- 
is preferable to a twenty-day 
lacking the dissemination of 
rmation; that cooling is as 
except for dealers) after as 
the effective date; that adminis- 
the normal waiting period 
be reduced to about seven days; 
at the interests of investors will 
impaired if dealers are per- 
under proper safeguards, to 

+ orders at any time. 
What is suggested is: (1) making the 
effective date the seventh day after 
subject to extension by the Com- 
in tie event that a hearing is 
if more time is needed for 
ndments,'* except that the effective 
uuld be the fourteenth day in 
ase of companies having prac- 
} earnings record or having no 
urities listed or traded over 
inter; and (2) permitting dealers 
orders at any time (subject, 
re the effective date, to issue as 
to voidability on the effective 
the option of the buyer in case 
iments are subsequently filed 
the effective date, and to pro- 
payment and delivery not 
than seven days after the effec- 
ite), but preventing the solicita- 
rders for registered securities, 
ns other than a prospectus sent 
1 prescribed advertising in the 
press, prior to the effective date 
ess a prospectus were mailed so 
night be expected to reach the 


4 


tice should be required to 
had previously ordered the 


spectuses should have all 


re hedging of com- 
t’’ and similar clauses 
oviding 


t of market or other 


for release of 


s been under recent conditions. 


person whose order was solicited at 
least three days prior to such other 
solicitation, for a period of one year 
or with respect to any unsold allotment 
or participation in the distribution for 
which the issue was registered. 

The premise underlying the first 
suggestion is that the Act shall be 
administered in accordance with the 
probable legislative intent, as described 
earlier. Under the present theory of 
administration it is obviously imprac- 
ticable. In fear of a stop order, few 
bankers would risk underwriting even 
the highest grade security without 
Commission “approval.” 

Such a change in the waiting period 
would remove unnecessary delay in 
legitimate transactions between dealers 
and buyers and greatly strengthen 
the cooling device as a _ protection 
to investors. Underwriters would be 
given an incentive to sign their under- 
writing contracts!® and file final under- 
writing and price amendments early in 
order that prospectuses might be issued 
at least three or four days before the 
effective date, to permit solicitation on 
the effective date, and possibly earlier 
in the period, because of action that in- 
vestors might be induced to take. The 
restriction on personal selling would be 
made to extend throughout the period 
of distribution and would tend to add 
a further deterrent to high-pressure 
methods.'® It might aid a desirable 
trend away from “‘security selling” and 
toward a more professional performance 
of the investment banking function. 


16 Tt would seem desirable in the interests of fair I lay, 


as between large and small dealers, to I ermit a dealer’s 
imprint to be placed on the prospectus. Otherwise, too, 


customer orders rht tend to flow only toward those 
dealers whi } and the result of the 
tendency might | ll dealers an incen- 


a 
tive to employ aggressive selling tactics t vercome 


the handi ap. 








INDUSTRIAL CORPORATION BALANCE SHEETS IN 
PROSPERITY AND DEPRESSION! 


BY W. L. CRUM 


SATISFACTORY picture of 
the crisis of 1929, its back- 
ground and its sequel, will in- 
clude among its most significant details 
such evidences of corporate experience 
and policy as are ordinarily drawn from 
examinations of balance sheets. Much 
evidence of this sort can be derived 
from balance-sheet records of selected 
individual corporations. But a more 
general record, covering all industrial 
corporations or important groups of 
corporations in the aggregate, may be 
expected to afford greater insight into 
the main questions at issue. 

The present analysis is of this more 
general type; it rests upon composite 
balance sheets for important classes, 
each including numerous individual 
companies. The balance-sheet data 
used are called composite rather than 
consolidated, for they result merely 
from adding the corresponding figures 
for the individual companies of a class 
to yield the aggregate—composite—for 
that class. The data for the class as a 
whole do not, therefore, constitute a 
consolidated balance sheet for that 
class, because offsetting items reflect- 





1 The compilations and analyses incident to this study 
were facilitated by a grant, during the academic year 
1935-1936, from the Harvard University Committee 
on Research in the Social Sciences. 

2In so far as an individual reporting corporation 
within the class, however, is itself a consolidated 
corporate entity and has filed a consolidated return, 
there has been some such cancellation. 

3 The irregularity results in part from the minor oscil- 
lations—peak in 1926, trough in 1927, peak in 1929— 
superimposed upon the long cycle which extended 
from 1921 to 1932. Although 1927 is regarded in some 
juarters as a “depression,” I choose to treat it as a 


ing intercorporate holdings within ; 


class have not been cancelled.? The dy. 


plications remaining in the composi 
statement presumably impair 


what its use for analytical purposes, bu; 


the impairment is probably moderate 


The analysis below presents and in. 
terprets a historical record, 1926-1933, 


of changes in such a composite balan 
sheet for selected major industrial 


visions and groups within the manv- 


facture division. In addition to a re 
of annual changes from the end of 192 


to the end of 1933, the analysis includes 
summaries of the changes during th 


final prosperity phase, 1926-1929, « 
during the liquidation period, 192 
1932. The main generalizations 
gested by the study pertain to t 
two 3-year periods. In the first, 192 
1929, changes for most industries wi 


moderate and somewhat irregular.’ |! 


the second, 1929-1932, changes \ 
generally violent and persisted wi! 
little irregularity or shift in emphasis 
The data used are balance-sheet : 
gregates for specified classes of cor; 
rations as published annually by 


Federal Treasury in Statistics of /n- 


reaction in the midst of prolonged prosperit 
same applies to 1924; and, on this interpretat 
entire period 1923-1929 was a somewhat irt 
sustained prosperity phase of a long business 
‘Because of differences, in some cases wid 
ences, in the response of particular lines of industr 
the main influences shaping the cycle, the cor 
balance sheets for the various classes of ind 
corporations exhibit various records during ' 
periods. Even the dating of the periods is not ™ 
apt for every class; for certain classes 1929 
have been the peak, or 1932 the bottom. 
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CHART I 
Year-Enp AGGREGATES OF SPECIFIED BALANcE-SHEET ITEMS, FoR ALL CoRPORATIONS IN THE 
Manuracture Drvision 


Tota/ assets-~ 





ee ee es ae — a ae 


Proprietorship“ 


Plant 


Current assets 


! * 


Misc. assets 


Investments, not tax-exerpt 


Payables 


——_— mem wm meme eee <= <= a= Misc. assets 
— am <n 


— oc —. — = am — —_— 


-— ——— ~ ~s 


Misc. lobilities” 


1928 192 1930 
included ‘‘investments, ~ 
° I 7 


[hese statistics have been pub- _ of current assets. Although the connec- 
nually, on an approximately _ tion of the successive annual] points by 
is basis, since 1926.6 The — continuous curves implies homogeneity 
items of the balance sheet _ in this record, substantial elements of 
st of chose reflecting the re- non-homogeneity in fact impair some- 
the economic cycle upon the —_— what the comparisons over time. Even 
financial situation. With the _ ina given year, the relative levels of the 
of missing details, the Statis- | various curves may be somewhat dis- 
me record is satisfactorily  torted by these elements. These points 
forour purpose,and,although are discussed at length in the dddendum 
tcomings of the data blunt (pp. 226-232), but they are noted here 
the precision of our findings, so that the picture afforded by the 
iredly do not introduce such charts will not be regarded as highly 
ble errors that the main con- precise. The graphic record, however, 
need be called in question gives in broad outline the main devel- 
‘ral picture of the annual opments during these eventful years. 
‘tal assets and the principal The Treasury statistics are published 
assets and liabilities, for the annually, the tabulations pertaining to 
inufacture division, is shown _a given year appearing about two years 
[;and Chart II shows thecor- _later.? The Treasury’s annual Prelim- 
ling record for the constituents inary Report on Statistics of Income, ap- 
p. 160-165 of the 1933 issue. Statistics the balance sheets now accompanying corporate 


for 1933, Washington, U. S. Bureau of income-tax returns, and were not closely comparable 

e, 1935. with later data. 

he balance-sheet summaries published 7In recent years, issues 
ies of Statistics of Income—see pp. appeared in December, an 

1925 issue, for example—were based second year preceding; the issue dated December 23, 


{ Statistics of Income have 


¢ Jat f 


Gata 


ry 


tal-stock-tax returns rather than upon 1935, contains data for 1933. As special circu 
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CHART II 
Recorp or Year-Enp AGGREGATES FOR CuRRENT ASSETS AND SPECIFIED CONSTITUENTS THEREOF, For Au 
CoRPORATIONS IN THE MANuFAcTuRE Drvis10on* 


Total current 


Inventories 


Receiva 


Tax - exempt investments 


1927 1928 





* Unit: one billion dollars. For description of source, and important comments on comparability, of data, see accompanying 


text. 


pearing about one year after the year 
to which the data pertain, does not in- 
clude any balance-sheet statistics. We 
are therefore forced to terminate the 
period of this inquiry with 1933, but 
fortunately the liquidation episode was 
then completed in most lines of indus- 
try. Certain issues of Statistics of Income 
contain revisions of figures published in 
earlier issues, but revisions are infre- 
quent in the balance-sheet statistics. 


Method of Analysis 


Direct Graphic Record. The direct use 
of successive annual composite balance 
sheets, for a particular class such as the 
manufacture division, has been illus- 
trated above in Charts I and II. The 
discussion in the Addendum reveals the 
dangers inherent in such a treatment, 
dangers arising chiefly from varying 
adequacy with which the composite 
data for a given year represent the com- 
necessitated a postponement of the corporation sec- 


tion of Statistics of Income for 1934, the 1934 data are 
not available for this article. 


plete situation in the given industrial 
class in that year. Although charts of 
this sort present a time record in which 
the annual course of the various bal- 
ance-sheet items for all corporate in- 
dustry in the class is approximately 
shown, it is a mistake to regard sucha 
graphic picture as closely precise— 
either as to the detailed course of any 
one curve or as to the relative levels 
of the several curves in any one year 
Although the charts purport to cover 
the entire industrial class, the data are 
merely representative—though their 
coverage is nearly complete—and their 
representativeness varies from year to 
year and from item to item. Therefore 
the main analysis is based upon numer 
ical summaries of changes, rather that 
upon a direct graphic record. 

The graphic record does, however 
give evidence as to the stability of leve 
for various curves and, where such ste 
® See, for example, pp. 36, 37 of the 1933 issue. Suc! 


revisions, so far as noted, have been incorporate 
in the data used in the present analysis. 
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lisappears, suggests changes to be 
ned in terms either of imperfec- 
in the data or of true changes in 
lerlying situation in the industry 
re general changes, such as 
variations. Such graphic 
its have therefore been exam- 
r most important divisions and 
ips; but they are not presented 
with, because they give an illusory 
earance of precision. 


irce and Disposition of Funds. The 
sis rests upon statements of source 
lisposition of funds, which are 
y summaries of the changes in all 
irticular asset and liability items 
n one year to a second. Such a state- 
t treats every reduction in an asset 
icrease in a liability as a source of 
ls, and every increase in an asset or 
tion in a liability as a disposition 
inds. For the comparison of any 
pair of years the total sources and 

lispositions must be equal.® 
comparisons comprise year-to- 
hanges, and changes over the 
periods 1926 to 1929 and 1929 to 
for such comparisons, displayed 
and disposition tables, the ob- 
applying to graphic records like 
and II are less serious. We are 
y interested in the relation of 
nges to each other—for exam- 
the question whether a large in- 
in current assets accompanies a 
increase in current liabilities, or 
expansion of inventories has 
tended by contraction of re- 
‘s. Although such changes may, 
be influenced considerably 
technical statistical factors, 
illy shifts in the industrial clas- 
discussed in the Addendum, 
| tables, which state rounded figures in 
irs, the totals of source and disposition 

f exact check. 


it appears unlikely that important 
changes revealed can be due in serious 
degree to mere technical factors, and 
we may safely assume that such 
changes reflect true modifications in 
the financial situation of an industry. 


Illustration for Manufacture Division. 
Table I exhibits a set of such source and 
disposition statements for the manufac- 
ture division as a whole. The first four- 
teen rows present the succession of 
seven annual comparisons, and the last 
four rows show the three-year-period 
comparisons. 

In the prosperity period 1926-1929, 
current assets expanded 1.8 billions; 
and each of the four constituents of 
current assets rose, the principal expan- 
sion being in receivables. Meanwhile, 
in the offsetting “‘source”’ row, current 
liabilities rose only 202 millions—about 
one-ninth as much as current assets. 
The expansion of current assets, and 
expansions of roughly equal magnitude 
in the two other asset items, were 
achieved mainly through a large in- 
crease in proprietorship, though there 
was a substantial increase in bonds and 
mortgages outstanding. Much of the 
reduction in miscellaneous liabilities 
may have been directly offset by gains 
in proprietorship, for this was a period 
in which more precise allocation of ac- 
counts was being developed in the 
returns filed; but some part of this 
reduction probably reflects actual con- 
traction in certain accounts entering 
the miscellaneous item. We are unable 
to examine in detail the increase in pro- 
prietorship; these figures give no true 
separation between stock and surplus. 
We may thus not reveal the portions of 
the 6.4 billions of additional proprietor- 
ship which arose from sales of new 
stock, accumulation of earned surplus, 
write-ups in mergers, and other factors. 








218 Harvard Business ‘Keview 


rABLE I. Summary or Source anv Disposition or Funps ror THE MANUFACTURE Division, Anxya, 
AND FOR SELECTED THREE-YEAR INTERVALS* 





Assets Liabilities 
Invest- Receio- Inven- Total Invest- Miscel- Miscel-Prooy 
Cash mentst ables tories Current Plant mentstlaneous Current Bonds § laneous tor i, 

1927-1920 - 
Source 3 400 611 133 466 1791 “e 
Disposition 214 380 Ig! 1275 1520 ; 
928-1927 
Source 740 99 640 1068 "e 
Disposition 371 147 556 127 1201 1018 1230 n 

14929 1928 
Source 48 21¢ 4 573 267 S 
Disposition 70 603 415 1210 1597 30 

1930-1929 
Source 174 842 1457 2361 1510 430 "eC 
Disposition 112 752 2081 566 329572 1); 

1931-1930 
Source 502 52 QI 2154 3619 1701 234 173 "S 
Disposition 110 836 299 4482 | 

1932-1931 ' 
Source 11S 1278 1693 2960 1664 560 S 
Disposition 126 405 509 354 250 3664 I) 

1933-1932 ; 
Source 259 1238 27906 Go2-~—st2S S 
Disposition 1cg 223 774 847 205 646 635 D 

1929-1926 020 
Source 202 «KIO 642 S 
Disposition 320 ~=sdISI 1006 330 ©6—6©1807—Ss:« 1617 2132 2177 D 

1932-1929 
Source 505 100 3031 5304 8940 2613 2304 . 
Disposition 2596 IQIt 223 406 = 8715 D 

* Unit: One million dollars. For source of data, definitions of terms, ana comments on validity, see Addendum. ‘ 


t Tax-exempt. {Not tax-exempt. § Including mortgages. 


Annual comparisons for these three __ violent as well as persistent. The inter- 
years show increases in current assets _ val from December 31, 1929, to Decem- 
in each year, with the main increase in __ ber 31, 1932, probably coincides closel} the 
1928. In 1928 all four constituents of _ with the true liquidation episode in the JB per 
current assets rose, whereas in 1927 bulk of manufacturing industry, bu tior 
and 1929 the changes were somewhat some cyclical readjustment may have 
diverse. Changes in current liabilities begun to influence the figures before int 
were small in each year; and in 1929, _ the end of 1929.!° A huge contraction for 
when receivables were still increasing of current assets, accompanied by aa 
though at a very gradual rate, payables _—_almost identical contraction in the pro- lig 
had begun to decline. Proprietorship, _prietorship, is the most striking fact m 
and also funded debt, increased ineach All four constituents of current assets 
of the three years; and in each year’ declined, but the reduction of inven- 
proprietorship accounted for most of tories was especially drastic. Meanwhile 


the total change in assets. the decline in current liabilities, thoug! 

The liquidation period, 1929-1932, sharp, amounted to only about one- ‘| 
presents a much more striking pic- fifth of that in current assets anc beg 
ture; for the cyclical readjustment was two-thirds of that in receivables.’ 
10 For some industries, of course, liquidation began debts, and such allowances may have been increase? 
before the general cyclical collapse set in. as the risks of the depression became more apparent 


! Receivables are stated net after allowances for bad 
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AND DISPOSITION 
SELEC 


ARY OF SourRc E 


ree individual years showed 
generally parallel to those for 
re period 1929-1932; it was a 
almost uninterrupted liquida- 
divergences, however, are 

: plant expansion continued 
the same true 
und mortgages; cash plus 


and was 
mpt investments changed only 
1930 and in 1932; the 
pid reduction occurred in 1931 


in 


\tories and in 1932 for receiv- 
first full year of liquida- 
ight only a mild decline in 
ship. 
tinal year of the table shows the 
f a rise in current assets, 
3ut, mainly because 
her reduction in plant, 
he face of continued 
tion 1n proprietorship. 


oF Fun 
rep THREE-YEAR 


RR THE TRADE Division 


INTERVA 


Results for Chief Industrial Classes 

Trade Divi The 
year phase of prosperity brought nearly 
in 


s10N. final three- 


equal increments current assets, 
plant, and miscellaneous assets, for the 
trade division (Table I). Current lia- 
bilities rose almost as much as current 
assets, and bonds and mortgages nearly 
as much as plant. The increase in pro- 
prietorship, though large, was 

smaller than in the manufacture 
sion and it was relatively a less im- 


factor in balance-sheet shift 


much 


divi- 


portant S 
than was the case for m acture.! 


anul 
The liquidation period, 1929-1932, 
witnessed a huge contractio t 


assets: and the con 
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TABLE III. Summary or Source anv Disposition or Funps ror THE Mininc Division, ANNUALLY ay 
. re a 
FOR SELECTED THREE-YEAR INTERVALS* 





Assets Liabilities 
Invest- Receiv- Inven- Total Invest- Miscel- Miscel- Proppie. 
Cash mentst ables tories Current Plant mentst laneous Current Bonds §laneous tor;h:s 
hip 


1927-1920 
Source 49 37 59 100 4473 34 16 
Dispositior 
1928-1927 
Source 165 68 848 64 
Dispositior 
1929-1928 
Source 122 62 1022 
172 


3 
> 
V1 


96 277 (249 


vw 
~ 
ind 
+. 
Nw 
=_ 
“ 
° 
nN 
Vv 
ES 
~ 
8 


oo 
© 
N 
a 
oo 
N 
J 
Se) 
On 
“ 
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jae 
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Disposition 
1970 “1929 
Source 89 85 107 250 531 53 675 
Disposition 209 96 1068 
1931-1930 
Source 89 35 127 222 626 244 253 55 
179 809 411 


8 


we 
© 


Dispositior 
1932-1931 
Source 6 


al 
oo 
oo 
os) 
we 


181 218 85 82 


oo 


Dispositior 39 92 2c] 
IO3ZZ-1932 
Source 11 361 156 70 


30 9 38 29 482 


=) 
tw 
*) 
w 
- 
o 


Dispositio 
1929-1920 

Source 34 704 73 30 467 

Disposition 12 75 58 II! 
1932-1929 

Source 184 125 322 303 934 849 120 444 

Disposition 207 80 226 = 1830 
* Unit: One million dollars. For source of data, definitions of terms, and comments on validity, see Addendum. 
t Tax-exempt. {Not tax-exempt. § Including mortgages 


tw 


in current liabilities was less than half decline by a combined amount roughly 
as great, though it was larger both ab- _ equal to the further reduction in plant. 
solutely and proportionately than in 


the manufacture division. The decline Mining Division. In terms of total 
in proprietorship was only about 50% _ assets, the mining division (Table III) 
greater than that in current liabilities. | is somewhat more than half as large 


The maximum rate of liquidation was as the trade division. The mining indus- 
in 1931; reductions in _ receivables, try is probably less well represented by 
inventories, total current assets, cur- our composite data than most other 
rent liabilities, and proprietorshipwere _ classes, for industrial integration (see 
greater from the end of 1930 totheend Addendum) presumably covers much 
of 1931 than for either adjacent year. mining business, through consolidated 

The beginning of revival is clearly returns, into the manufacture division 
evident in 1933; a substantial expan- Even after due allowance for differences 
sion in current assets—made up by a in size of the industries, the 1926-1929 
large increase of inventories while other changes in mining were only moderate 
current assets were still declining—was | compared with manufacture and trade. 
accompanied by a moderate rise in Current assets rose only in the last year 
current liabilities. Proprietorship and of the period; and, as a result of off- 


the 


funded debt, however, continued to setting declines in 1927 and 1928, t! 
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[V. Summary oF Source AND Disposition oF Funps ror THE Metats Group, ANNUALLY AND FOR 
SELECTED THREE-YEAR INTERVALS* 


Assets Liabilitie 





Invest- Receio- Inven- Total Invest- Miscel- Miscel- Proprie 
Cash mentst ables tories Current Plant ments} laneous Current Bonds§ laneous torship 


-— 


112 150 150 471 3 554 
1163 43 


667 
31 


165 


346 «118 
481 
jollars. For source of data, definitions of terms, and comments on validity, see Addendum 
t Not tax-exempt. § Including mortgages. 


-from the end of 1926totheend plant nearly equalled the reduction in 
)29 was moderate. Meanwhile plant __ proprietorship. 
1, large reductions in 1927-1928 Although slight increases appeared in 
in offsetting the 1929 advance. most current assets, 1933 remained a 
the liquidation period, principal year of liquidation for this division. 
es for the mining division were Receivables and payables were still 
comparable in magnitude— _ gradually declining, and important re- 
llowance is made for size of the _—_ductions in plant and investments were 
ries—with those in manufacture. about offset by declines in funded debt 
rther large reduction in plant and proprietorship. 
red; for this division plant has 
ed, presumably in important de- Metals Group. The manufacture divi- 
because of depletion charges, in _ sion is divided into eleven groups, of 
one of the seven years recorded. | which the most important is metals." 
traction in current assets—in For this group (Table IV), the 1926- 
not violent, and made up of 1929 period brought a remarkable set of 
moderate contributions from changes in the balance sheet; all items 
constituents—plus that in except proprietorship fall in the “dis- 
rder of size according to total assets in miscellaneous, 2.7; pape 


ips are: metals, 23.1; chemicals, 14.0; 1.4; and leather, 1.2 
8; textiles, 6.6; lumber, 3.7; printing, 2.8; 





ae ) 
I ABI \ ~ L\RY F SOURCE AND Disp« 
SELECTED 
A éts 
I Rece Inven Total 
Cash 1 tst able tories Current 
S é 2 IO! 
D I 
‘5 48 
LD 172 2 
» l l 
D 21 159 
aes 24 , 
D 12 S2 54 
+» 4 e 1538 154 
D 221 
10}2 I 
S P 4 20¢ 481 
D $4 
ZO ] 
D 2 61 191 S 277 
S 
D 7 6¢ 191 324 
Sour 112 I 5 S81 
Dis 1 
* oO I 8 e of data, defir s ms, 
I pt § Including mortgages 
position”’ row of the table. In other 
words, all asset items rose, and all 


liabilities other than proprietorship de- 
clined. And the aggregate change was 
very large—almost 214 billions in the 
proprietorship. Even for current lia- 
bilities, unlike the experience of the 
entire manufacture division in this 
period, there was a contraction which 
appeared in each of the three years. 
Thus, even during this period of height- 
ening prosperity, the metals group not 
only did not increase its payables, but 
some portion of the increase in pro- 
prietorship went to reduce them. The 
entire record is striking for current 
liabilities; they declined in all seven 
years. 

In the ensuing liquidation period, the 


reduction in current assets was 


vast 


Harvard Business ‘Keview 


)SITION OF FuNps FoR THE CHEMICALS Group, ANNUALLY an 
THREE-YEAR INTERVALS* 


Liabilitie 


Miscel- Miscel- Propy 


Current Bonds § laneoy 


I nvest- 


Plant mentst laneou 


184 
12 SY 27 s<4 
137 153 
107 243 237 
54 235 54 I 
419 374 
1218 235 
339 1243 10 33 
$3 6 166 22 
563 364 
646 231 148 
34 155 394 
188 Ii! 308 355 It 
142 
132 361 
702 746 607 
26) 1140 19 I 
1575 198 327 
d ents on valid ee Adde ” 


almost equal to the decline in proprie- 
torship, and changes in other items, 
therefore, nearly balanced. Contraction 
of current assets was moderate in the 
first year of liquidation; and there was 
in 1930 an actual increase in plant, 
accompanied by increases in funded 
debt and proprietorship. 


Chemicals Group. While nearly all the 
manufacture groups are somewhat het- 
erogeneous in their make-up, the chem- 
icals group is a notable instance; it 
is dominated by petroleum refining, 
which includes many integrated com- 
panies, and includes the mass of other 
chemical industries as well. In_ the 
three-year prosperity period, all assets 
rose, and all liabilities except miscel 
laneous rose (Table V). The change in 
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Funps FOR THE Foops Group, ANNUALLY AND FOR 


SELECTED THREE-YEAR INTERVALS* 


Assets 


Invest- Receito- Inven- Total 
Cash mentst ables tories Current 


58 4 94 115 271 
36 49 oI 14I 
10 
22 9 58 169 
45 18 246 256 
I I9I 326 456 
62 
78 130 170 
24 14 
25 I 


jollars. For source of data, definitions of terms, an 
tax-exempt. § Including mortgages. 


ries was negligible, and the in- 


total current assets was only 


rate. Plant increased substan- 


1 about half this increase was 


1 in funded debt. 


il 


ty 


ring the period of liquidation, the 


ion in this industry was re- 
small, and both current as- 


| plant were further enlarged in 


Che chief changes in the three- 


d were an increase of invest- 


ind a partially offsetting decline 


é 


llaneous assets. Some portion 


may have been due to reclassi- 


nr 
Al, 
Lc 


rT + 
LAL 


but actual shifts of assets were 
bly of main importance. The 
ire of the cyclical liquidation 
iemicals group may reflect pe- 
nditions in petroleum, as well 


ipward trend in other branches 





Invest- Miscel- Miscel- Proprie 


lant mentst laneous Current Bonds § laneous torshi 


238 122 16 362 
172 439 
127 179 52 
71 44 103 
118 139 678 
34° 301 60 
135 257 4 
Si 16S 19 416 
319 34 +5 
165 75 107 497 
6 19 86 
103 63 I 203 
35 12 94 57 Io! 
40 2 
56 169 255 937 
391 447 
550 ~ 378 
433 134 127 1116 


d comments on validity, see Addendum. 


of the chemical industry. 


Foods Group. Data for the foods 
group include also tobacco, which ac- 
counts for roughly 10% of the group 
total. The prosperity interval was 
marked by characteristic evidences of 
expansion, all asset items except mis- 
cellaneous sharing in the increase 
(Table VI). A portion of the expansion 
in liabilities and proprietorship was 
offset by a reduction of miscellaneous 
liabilities, but this may have reflected 
in considerable degree reclassification 
of accounting entries. 

During the liquidation period the 
principal reduction in assets occurred 
for inventories; and, while all liability 
items declined, the great bulk of the 
contraction appeared in proprietorship. 
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TABLE VII. Summary or Source anv Disposition or Funps ror THe TextiLes Group, ANNUALLY anp + " 
SeLecrep Turee-YEAR INTERVALS* 
Assets Liabilities 


- _ _ a, _—_——$———————— nr — 


Invest- Receiv- Inven- Total Inoest- Miscel- Miscel- Propri 
Cash mentst ables tories Current Plant ments} laneous Current Bonds § laneous torshis 

1927-1920 

Source 10 19 4! 470 

Disposition 88 45 98 221 117 66 125 
1928-1927 

Source 27 57 vi 

Disposition 15 13 Oo I 48 33 I 17 
1929-1928 

Source 2 78 61 46 83 28 

Disposition 95 5 I 99 t 
1930-1929 

Source 8 344 453 794 127 6 

Disposition 11 76 276 9 
1931-1930 

Source 55 190 364 579 143 61 

Disposition 30 12 216 31 23 SO! 
1932-1931 

Source 27 129 201 298 165 49 48 

Disposition 59 129 II 3 
1OZF-1932 

Source 46 19 93 31 9 88 63 16 

Disposition 50 305 290 II 
1929-1920 

Source 17 75 68 463 

Disposition 3 153 37 176 170 16 241 
1972-1929 

Source 71 663 1018 1671 435 115 

Disposition 81 39 621 SI 113 
* Unit: One million dollars. For source of data, definitions of terms, and comments on validity, see Addendum. 
t Tax-exempt. {Not tax-exempt. § Including mortgages. 


wn 
“1 
s 


wr 


The year in which recovery began funds for expansion were secured chiefly 


brought a very large increase of inven- from an enlargement of proprietorship. 
tories and a moderate expansion of The liquidation of 1929-1932 was 


receivables; and this was financed _ violent for this class; very large reduc- 
mainly from current liabilities and pro- _—‘ tions appeared in inventories and re- 
prietorship. ceivables, and the reduction in plant 
was substantial. The contraction of cur- 
Textiles Group. Textile fabrics and _ rent liabilities was particularly great; 
clothing manufacture are combined in _ the decline in payables almost exact] 
this class. The general prosperity period _ offset that in receivables. 
of 1926-1929 was not particularly In the revival year 1933, the notable 
favorable for most textile industries, | change was an expansion of inventories 
and the expansion of assets in those roughly equal ot the average annua 
years was only moderate (Table VII). contraction during the preceding liqu'- 
Inventories rose but slightly, a con- dation. This increase of inventories 
siderable increase in 1927 being largely | was accomplished without significant 
cancelled in 1929; receivables, however, | change in proprietorship, for the funds 
were substantially increased, as a result came mainly from a reduction in plant, 
mainly of the rise in 1929. Here, asin an expansion of payables, and f 
most manufacturing industries, the cash and marketable securities. 
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FOR SELECTED THREE-YE 
Assets 


Cash mentst ables tories Curre 


Printing and Publishing 


29 6 82 19 136 
€ +5 4 80 3 
116 
I 39 36 
3 I 
21 22 65 97 
1 II 
45 10 293 367 715 
S 6 29 24 
1 19 
and Pulp 
11 3 63 24 10! 
13 138 118 265 
1 4 
n 2 C 13 22 37 
” n dollars. For source of data, definitions of terr 
ex t Not tax-exempt. § Including mortgages. 


Printing and Other Smaller Groups. 


i 


lable VIII displays a condensed record 


printing and publishing, lumber, 
per and pulp. The prosperity 
- brought for printing and publish- 
nges not greatly different from 
f manufacturing in general, but 
ion in this class was remarkably 
\s a result of an increase in re- 


vables even greater than that during 
26-1929, the reduction in total cur- 


ert 


ets during 1929-1932 was negli- 

. Other changes for the 1929-1932 

1 were also small or irregular, so 

appearance of sweeping con- 

n shown by most fields of manu- 
uring is entirely missing here. 
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III. Summary oF SourcE AND Disposition oF Funps For Speciric SMALLER MANuFACcTuRE Groups, 


AR INTERVALS AND FOR 1933* 
Liabilities 


Inoest- Miscel- Miscel- Proprie- 
nt Plant ments} laneous Current Bonds § laneous torship 


34 125 303 
122 199 8 
183 189 5 96 
I 281 194 
III 5 16 
68 36 17 48 
132 124 78 
98 231 101 
275 4! 16 
63 229 54 702 
109 36 
13 16 22 9 109 
7 98 31 340 
225 150 
43 II 
89 24 12 126 67 
48 2 36 re) 10 
7 52 


ns, and comments on validity, see Addendum 


The lumber industry is an example of 
long-standing liquidation. Even during 
the years 1926-1929, when prosperity 
accompanied by expansion marked 
most other industries, every asset item 
except receivables and every liability 
item except funded debt declined for 
this industry. The coming of general 
liquidation intensified, of course, the 
tendency toward contraction; sweeping 
reductions occurred in the principal 
asset items, though even in this period 
expansion of funded debt persisted. 

In the paper and pulp group, the 
main relationships are only roughly 
similar to those found for most manu- 
facturing industries. General expansion 
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PABLE LX. Summary or Source anp Disposition or Funps ror SpeciFieEp SMALLER Manuracture Gx 
FOR SELECTED THREE-YEAR INTERVALS AND FOR 1933* 
Asse Liabilities 
Invest- Receio- Inven- Total Invest- Miscel- Miscel- Prose 
Cash mentst able tories Current Plant ments} laneous Current Bonds § lancous torsh:: 
Leather 
r 6 31 II 18 2° 
LD ) 5 13 8 64 
S : 11 195 312 55 II 17 
D { 108 10 21 26 
19 
5 16 ) 10 7 16 4 
D I 47 23 fe) 3 I 
Rubber 
1020 
Source 55 19 60 25 Io 4 
Dis 2 13 124 63 
i , / 
S 1S I 152 16 71 77 20 
Di 102 31 1 I 
193 Z 
Si 2 2 25 18 38 7 
Dis i 2 29 12 I 60 16 
Stone, etc 
S I I 14 3 107 187 
D I 19 9 160 14! 
Sour 25 Is 96 109 245 143 73 
D 40 46 12 10 35 
S 7 5 IOI fe) 10 
) 2 I 25 27 
+ F f data, definitions of terms, and comments on validity, see Addendum. 
t Tax t. {Not tax-exempt. § Including mortgages 


of assets in 1926-1929 was financed 
chiefly by an increase in proprietorship, 
but in 1929-1932 the contraction was 
neither uniform nor violent. Some shifts 
of assets into investments occurred, 
and the actual reductions in such items 
as plant and miscellaneous were small. 
[his group was one of a small number 
of manufacturing classes wherein the 
full weight of depression was not felt. 

l‘able LX shows similar abbreviated 
records for the three smallest manu- 
facture groups, and Table X shows 
corresponding data for the three smaller 
industrial divisions outside of manu- 
facture. Detailed comment on these 
minor groups and divisions is omitted, 


but we note that certain large change 


in the service division may reflect re- 


classification of corporations. 


Conclusion 


The foregoing outline interpretation 
of the compiled source and applicatior 
statements for various industrial divi- 
sions and groups suggests that in tl 
main the changes during the final pros- 
perity phase 1926-1929 were mild 
compared with the ensuing contractio! 
in 1929-1932. That changes in pal 
ticular groups or divisions deviate 
notably from the general course is als 
apparent, and more detailed interpreta- 
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and similar data would 
disclose much of interest 


r experience in specific lines. 
n be done also with supple- 
nsiderations based upon the 


what degree, for example, do 


led changes reflect variations 
vel ? How are the recorded 
iated with variations in 


balance-sheet ratios, such as 


ng capital ratio? These, and 
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THREE-YEAR INTERVALS 


»N OF Funps FoR SPECIFIED SMALLER INDUSTRIAL DrvIsIons, 


AND FOR 1933* 
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Invest- Miscel- Mis Proprie 
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I $9 is 132 
201 118 138 
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153 172 
21 398 76 209 27 
119 26 17 
73 39 71 127 
134 721 ISI 1942 
1031 1317 
659 39 29 «1445 
1798 104 711 
542 479 112 
18 29 284 85 
j 1ents on validity, see Addendum 


other important questions which may 
suggest themselves, cannot be exam- 
ined in a first study which aims merely 
to present an outline examination of 
the data by use of a particular ana- 
lytical device. Use of this device, as 
above, suffices to bring out the main 
features of balance-sheet variations 
for various classes of industry dur- 
ing a most critical period in business 
history. 


ADDENDUM 


discussed several points 


limitations in the adequacy 


+ 


analyzed above. These limita- 


tions, though of considerable significance, 
are not such as to impair seriously the 


comparisons outlined. 
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Coverage of the Data. The form in which 
the data appear in the source is illustrated, 
for the manufacture division of industry in 
1929, by the left column of Table XI, 
wherein moderate changes in the arrange- 
ment and designation of items have been 
made. This is a composite balance sheet, 
which purports to cover the entire manu- 
facturing class of corporations. An obvious 
first question concerns the completeness 
of this coverage. The data are aggregates 
compiled from all balance sheets filed with 
the income-tax returns of manufacturing 
corporations. There were, in 1929, 86,112 
such balance sheets, but there were 92,230 
income-tax returns of active manufacturing 
corporations. As the coverage of the in- 
come-tax returns, subject to imperfections 
in administration, is complete, the differ- 
ence between 86,112 and 92,230 might be 
regarded as the deficiency in coverage of 
the balance-sheet returns.'4 For practical 
purposes, however, the deficiency in cover- 
age is much smaller than these numbers 
indicate, because the corporations not sub- 
mitting balance sheets are generally small. 
This point is partially established by 
considering a classification of returns ac- 
cording to size of statutory net income (or 
deficit). Returns showing large net incomes 
are much more generally accompanied by 
balance sheets than those with small net 
incomes.!® Returns with large net deficits, 
though less fully accompanied by balance 
sheets than those with large net incomes, 
have a higher percentage of accompanying 
balance sheets than do those with small net 
deficits. Although net income (deficit) is 
a very imperfect measure of corporate size, 
these results point clearly to the above 
conclusion; returns omitting balance sheets 
are filed mainly by small corporations. 
Another evidence of the same fact appears 
in the income data tabulated in Statistics 
of Income. In 1933 all manufacturing 
corporations filing income-tax returns re- 
14This deficiency is explained in the source—1929 
issue, p. 24—in the following terms: “‘The difference 
. is due to the data for assets and liabilities not 
” Slight modifications 
for ex- 


beit ng reported on all returns. 
of this statement appear in certain years 
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ported 32.6 billions in aggregate gross 
sales, whereas the figure for those filing 

balance sheets was 32.4 billions.'* The 
closeness of these figures to equality clearly 
indicates that the deficiency in balance. 
sheet coverage—in terms of volume of 
business—is negligible for manufacturing. 
Similar data for other classes of industry 
lead to the same conclusion. The possibility 
remains that the coverage may vary some- 
what from year to year, but we may safely 

assume the time variations inconsiderable. 


The Accounting Items. The balance-sheet 
items listed in Table XI are mainly those 
available in the tabulations for each year 
of the period 1926-1933. Before 1929 the 
item “investments not tax-exempt” was 
not segregated from “miscellaneous as- 
sets.”’ Certain items were subdivided in the 
source for 1926 and 1927, but have been 
recombined for analysis to produce data 
comparable with those of the later years 
For 1926-1929 comparisons the “miscel- 
laneous” item is necessarily taken t 
include “investments not tax-exempt,’ 
but for 1929-1933 comparisons these tw 
elements are treated separately. 

The item “cash” includes bank deposits 
in the Treasury tabulations; and “receiva- 
bles” and “plant” (described with some 
variations as “real estate, buildings, and 
equipment”) are stated net after reserves 
for bad debts, and depreciation and deple- 
tion, respectively. In the analysis, tax- 
exempt investments have been assumed as 
“marketable securities” and carried as 
current assets. Although other investment 
undoubtedly include some marketable se- 
curities, as well as holdings in affiliated 
enterprises, no basis for separation exists 
and this item has therefore not been carr 
among the current assets. Similarly, “ mis- 
cellaneous assets” undoubtedly includes 
some elements which are truly current; b 
as no basis for separation is apparent, t 


ample, 1933 issue, p. 29. 

18 Statistics of Income for 1933 presents a tabulat 
in these terms, on p. 31. Somewhat similar results aj 
pear in certain other issues, for example, 1929, | 
16 Statistics of Income for 1933, pp. 142 and 161. 
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TABLE XI 
MPOSITE BALANCE-SHEET DATA FOR THE 
[ANUFACTURE DyvISION IN 1929* 


Assets 


ts, Tax-Exempt 
es 9;5 


S 


Not Tax-Exempt 


1s 


Liabilities 


7 
rtgages 5,450 
4,72 


1 Stock 7,009 
26,220 
21,017 
= S63 





$52,694 
ars 


f Income for 1929, pp. 33 


N 


has been excluded from current 
Our current assets figure is there- 
what understated. Corporations 
1 to report, in their returns, 
es at cost, or at cost or market, 
s lower; hence the item “in- 
valued, in the composite, on 

se between cost and market. 
reserves appropriated from sur- 
well as other elements, are lumped 
cellaneous liabilities” in the 
'8 As no means exists for segre- 
ese reserves, the entire item is 
the analysis as part of liabilities 
as, in any degree, part of the 
proprietorship” 


“ce 


Our item 


assets”’ has been defined as follows 

30: “Copyrights; formulas; good will; 

marks; sinking funds; other funds; de- 
rganization expenses; prepaid and 

; interest, discount, coupons, and divi- 
; guaranty deposits, and deposits on 
, and leaseholds; cash value of life 
ver, gradual improvement in 


ver the years, has resulted in some 


tem——1933 issue, p. 29. 


is therefore somewhat understated, and 
by varying amounts in different years. 

In the analysis, we have combined “‘com- 
mon stock,” “preferred stock,” “‘sur- 
plus,” and “deficit” into a single item 
“‘proprietorship.”” The reasons are as fol- 
lows: “Surplus” and “deficit” are obvi- 
ously offsetting items, in part; and the two 
distinct items appear in the tabulations 
merely because some corporations in the 
composite report deficits whereas others 
report surpluses. But there is a further 
difficulty; the tabulations may carry in 
“surplus” some common stocks with no 
stated par value. Moreover, all stock for 
balance sheets not reporting common and 
preferred separately is listed as common.'® 
In view of all these considerations, little 
is to be gained in the analysis from an 
attempt to trace separate changes in these 
four items, and all have been combined 
into “‘proprietorship.” In Table XI “ac- 
counts and notes payable” are called cur- 
rent liabilities; although, as in truth some 
portion of “miscellaneous liabilities” is 
current, this understates current liabilities. 

Objection may be raised to analysis of 
such composite data because of real or 
supposed deviations, in the submitted 
balance sheets of particular corporations, 
from the specifications outlined above. 
Similar objection could be raised against 
the analysis and interpretation of the bal- 
ance sheet of a single company. It is a 
commonplace in the study of corporate 
finance that a balance sheet, standing by 
itself, cannot be regarded as conclusive 
evidence of financial policy or condition. 
In studying a single corporation, the bal- 
ance-sheet evidence would invariably be 
supplemented with other evidence, part 
of it bearing upon the trustworthiness or 


18The definition of “‘miscellaneous liabilities” is 
‘All reserves other than surplus and 


reserves for depletion, depreciation, and bad debts; 


1933 issue, p. 3 


deferred and suspense items; funds held in trust; bor- 
rowed securities; discount and dividends payable; out- 
standing coupons and certificates; overdrafts.” 

19 Some shifts between reported common and preferred 
have been noted, and this leads to doubt as to the 


precisior I these tw items 1933 issue, p. 29 





itself, 
in rounding out the pic- 
ture aff he balance sheet. In the 
present inquiry we are not dealing with a 


balance sheet 


rded by t 


singie 


corporation, but with composites 
for the many corporations in a specified 
industrial class. These composites are ag- 
gregate figures, derived by adding the 
reports for individual reporting corpora- 
tions. In such an aggregate, as in statistical 
averages, some—perhaps a large share—of 
the peculiarities affecting individual con- 
stituents of the aggregate tend to offset 
one another. This presumably means that 
our figures generally correspond more 
closely to the items as defined above than 
is the case for certain corporations com- 
prised in the composite; but we must carry 
as a mental reservation the possibility of 
systematic error general overstatement or 
understatement of certain items. 


The Industrial Classification. The general 
rule, in classifying the Treasury statistics 
of corporations, is to place a particular cor- 
poration in the class where its chief in- 
come-producing activity falls. The main 
classification in the Treasury tabulations 
includes major industrial divisions—such 
as manufacture, trade, construction, etc.— 
and eleven groups within the manufac- 
ture division—such as _ metals, foods, 
etc. The present inquiry covers all of the 
manufacture except miscellane- 
ous; but, among the divisions, three are 
omitted—public utilities including trans- 
portation, finance, and miscellaneous. The 


groups 


public utilities division is omitted chiefly 
because general characteristics of the busi- 
included, as well as the capital 
structure and financial conditions of such 


nesses 


corporations, set them apart from corpora- 


tions ordinarily regarded as “industrial.” 


The finance division is omitted chiefly 

because the banking and her financial 

yvecause the yanking and other financia 
; 


1 


institutions which dominate this class ex- 


207 } SOE tS ae a 
20 have discussed this question, in connection with 


income rather than balance-sheet data, elsewhere: 
Corporate Earning Power in the Current Depression, 
3 Studies, No. 


Harvard University, Business Researcl 
10, March, 1935; see especially p. 4, and a contrary 
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hibit peculiarities in their balance-shee m po: 
summaries sharply distinguishing the; vision {01 
from the other major classes. | ears, thro’ 

As a result of the general rule followed rticula 
classification, the aggregate data for an geneity can 


one division (or group) form by no mean: | we may 
a true composite balance sheet for tha: 


particular line of industry. The entire bal- it in cons 


ne e-she 


a 


ance sheet of a particular corporation must a listing. I 
of course, be assigned to a single divisio; ir con 
(or group), even though only a portion of red; the 
the company’s business belongs in that illowal 
division (or group). This condition is aggra- In reality 
vated by the presence, in the corporatio: lance sh 
list, of numerous consolidated corporations ss (whet 
each having huge interests overlapping articular | 
into several divisions or groups. Neverthe- inknown C 
less, we may count upon some offsetting of class in th 
these classification errors, for any divisio: an safely 
or group which contains a large number of fnancial si 
corporations; and the aggregate data ma cular ye 
be accepted as yielding at least a roug ges in 


ar to ani 


approximation to a true composite bala: 
sheet for the particular industry.” That 

much imperfection in the assignment lity in th 
particular assets and liabilities to a giver } decisive ir 
division (or group) remains, after whatev 

cancellation of errors the forming int 
aggregates automatically affords, cannot 
be doubted; and a mental reservatior 


tant year-t 


ther word 
reflect with 


n the final 


this score is needed in making inference Time Fa 
as to the balance-sheet situation in a give niiormity 
industry from our composite data. vidual corp 
A further difficulty enters, in a study precisi rs 

ws and | 


time changes such as this, because 
assignment of a particular corporate entit) 


to a given division (or group) may ounting 
remain fixed over time. Not only car Uk of tl 
the structure of a corporation’s business years, lisca 

Dece 


undergo such change as will render a new 
line the dominant activity of that corpo! Although t 
tion, but the process of industrial rms of 
solidation can merge the data of a giv 
company with those of some other 

pany which happens to be in a differe! 
class. For these reasons, the make-u 


pinion in the reference there given. Also in 
Post-War Course of Corporate Profits,” x1! 
BUSINESS REVIEW 3, April, 1933, especia 


336-337. 











ite balance sheet for a given 
roup) may change over the 
igh the subtraction or addition 
r enterprises. This lack of homo- 
ot be ignored in our reasoning, 
even suppose that some of the 
eet variations studied below re- 
ible degree from these shifts 
». The inherent lack of homogeneity 
osite data should not be ig- 
interpretations are subject to 
wance for shifting classification. 
lity, we are treating the composite 
heet compiled for a particular 
hether a division or a group) in a 
ir year as a sample measure of the 


idera 


complete balance sheet for that 
it year. My belief is that this 
be done, not only as to the 

| situation reflected for the par- 
year, but also as to the major 
balance-sheet items from one 
ther. In no case where impor- 
ir-to-year changes occur is varia- 
the list likely to account for any 
ction of the changes noted. In 
rds, the changes noted probably 


vith fair approximation true changes 


cial situation of the class. 


Factor in the Reports. The lack of 
dating of reports of indi- 
rations impairs moderately the 

the timing of our data. The tax 
regulations permit corporations 
irns pertaining to their customary 
years; and, although the great 

e returns pertain to calendar 

| years ending in months other 
ember are fairly numerous and 


I this variati 
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in some cases apply to large corporations. 
The year-end balance sheets for a stated 
year, therefore, although belonging mainly 
to December 31 of that year, include those 
for dates ranging to six months either side 
of December 31.7’ So considerable is this 
spreading of the dates of the various re- 
ports listed for a given year that we must 
regard the timing of our data as substan- 
tially blurred. In making year-to-year 
comparisons, therefore, some reservation 
on this ground is necessary, especially at 
times when cyclical variations in financial 
and operating conditions are violent. 

A minor factor of a similar sort is intro- 
duced by the “part-year” returns, which 
pertain mainly to companies being liqui- 
dated but include also other cases for which 
a single accounting period is less than a 
year. The magnitudes here are much 
smaller than for the “fiscal year” returns, 
and can properly be ignored in our analysis. 


“cc 


Intercorporate Holdings. The composite 
balance sheet for a specified industrial class 
is not a consolidated balance sheet, in that 
no cancellations of offsetting items reflect- 
ing indebtedness or investment relations 
between corporations of the class have 
been made.** How extensive such relations 
are cannot be ascertained, though by a 
broad process of approximation upper 
limits to the magnitudes could be set, but 
no close approximation is possible. For 
example, the investments in non-tax-ex- 
empt securities for the textiles group may 
include not only stocks and bonds of other 
corporations within that group but also 
and perhaps mainly—investments outside 
the group. Investments within the group 


Some indication of the size of the corporations in- 

volved appears from the same issues, at pp. 36 and 30, 
necti Ix 

respectively 


22 We are interested here in the corporations which 


ally wrr , he ¢ ’ , =) ] , 
actually file returns. In the case of an affliated er up 
F< ed retur! 
the I tha r have 
pre balance sheet. If 

‘ 1 
I ed ere re, tne 
] h; the 
1 ' 
C d bee € ter 
thar 








79070 
232 
those outside the group 
should offset, in constructing a 
consolidated balance sheet for the group. 
Similar remarks apply to the receivables, 
payables, and certain other items. We have 


should be offset, 


not be 


no choice but to use the crude aggregates 
in our composite balance sheets. 

This is not necessarily unfortunate, for 
theoretical considerations may in the main 
favor the study of time changes in the 
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aggregate (composite) items rather thay 
in consolidated items. With the control of 





operations and finance established in the 


individual 


corporation, 


we may 


expect 


adaptations to cyclical and other time 


changes to take place on the basis of jp- 


dividual corporate actions which add upt 
a total for an entire class, rather than a 
though the class were managed as a cop- 
solidated unit. 











QUANTITATIVE MARKET ANALYSIS! 
SCOPE AND USES 


BY LYNDON O. BROWN 


NGINEERING research based 

on the physical sciences was 

_4 adopted in the production phases 
iness many years before the in- 

tion of market analysis. ‘There 

w firms which do not, to a marked 

e, apply some of the principles of 
ering research. According to one 

ite there are now approximately 
roduction research laboratories 

ire Maintained at a cost of over 
$200,000,000 a year.” Market research, 
ther hand, is generally regarded 

nly a quarter of a century old. 

has been traced to the estab- 

of a research department by 
Publishing Company in 


1S 


Curti 
Several factors account for the ear- 
opment and wide-spread use 

h in the field of production. 

f the most important is that pro- 
research deals with physical 
which can be handled with 
laboratory procedures. The 
and technique for physical re- 
have been developed in the 
laboratories, particularly in 
and chemistry, and a well- 
body of engineers was readily 
le. Furthermore, the direct fi- 
gain resulting from the appli- 
research to production is 
een. Lowered costs which fol- 
iges in the product or pro- 
may be accurately 


methods 


In subsequent issues, we are plan- 
ther articles by the author upon 
pects of the subject of quantitative 
Che chief purpose of these articles 
the most productive ways in which 





measured and credited to the produc- 
tion research laboratory. Another im- 
portant reason for its rapid growth has 
been the constant demand for greater 
production in a country which was 
rapidly expanding. During the early 
part of the twentieth century this ex- 
pansion focused the attention of busi- 
ness executives upon the problems of 
production, largely to the exclusion of 
problems of marketing. 

After the World War the excess pro- 
duction capacity and the shrinkage of 
world markets created pressures which 
shifted much of the attention of execu- 
tives from production to marketing. 
Furthermore, with the development of 
large-scale production, the gap between 
producer and consumer widened. The 
introduction of complex and highly 
specialized business organization also 
contributed to the need for some defi- 
nite procedure to keep firms in touch 
with requirements of the market. 

The volume of market research and 
analysis has increased steadily since 
the late 1920’s. Today there are few 
firms which do not employ market 
analysis to some extent. The General 
Motors Corporation, for example, has a 
full-time staff of over fifty people em- 
ployed in customer research, and has 
reached more than five million people 
through questionnaires. Market re- 
search departments on a smaller scale 
quantitative analysis may be used to increase the 
efficiency of sales and advertising activities. 

2 Frank Coutant. Address before American Associ- 
ation of Advertising Agencies, White Sulphur Springs, 
West Virginia, April 30, 1936. 
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are now found in hundreds of business 
firms. 

During a period of depression, when 
sales decline rapidly, business execu- 
tives show an increased interest in 
market analysis. This leads to a rapid 
growth in the amount of market re- 
search, in spite of its curtailment by 
some firms in the interest of economy. 
While its most rapid expansion is usu- 
ally found in such periods, market 
analysis should not be regarded as a 
depression phenomenon. ‘The reasons 
for its existence are too deeply rooted 
in the basic characteristics of present- 
day business. While it is true that in 
the past companies which have been 
very willing to pay for engineering 
studies of their factories and products 
have been reluctant to appropriate 
large sums for market analysis, a grow- 
ing appreciation of the need for con- 
tinuous market research insures that in 
the future it will play a vital part in 
business management. 


Definition 
The term “‘market analysis” is not 
designed to cover all types of research 
in the field of marketing and may, for 
our purposes, be defined as: The scien- 
tific study of the market, or means of 
reaching the market, for a specific product 
or service, used as the basis for business 
policy and planning. Unless the study is 
restricted to the market (or means of 
reaching the market) for a specific 
commodity or service, it does not con- 
stitute market analysis. Census studies 


3'The term “market research,” as distinguished from 
‘‘market analysis,” may be used to designate such 
studies. Studies of retail stock control methods, the 
Greater Milwaukee market, the value of right-hand 
page position or color in magazines, etc., if scientifi- 
cally conducted, would come within the scope of 
market research. Market research studies may be 
designed to (1) develop more scientific methods for 
use in market analysis, (2) provide data which 


of marketing phenomena, general sy;. 
veys of local markets, and special te- 
search on isolated marketing problems. 
although they employ - scientif 
methods, are not included within th, 
scope of market analysis.* 

The conditions which give marke 
analysis its peculiar and distinct char- 
acteristics are two: (1) the application 
of scientific principles and methods j; 
the analysis of marketing phenomen: 
or the solution of marketing problems: 
and (2) its restriction to the analysis 
the market or means of reaching the 
market for a specific commodity 
service. 

The use of scientific method is a 
first essential characteristic of market 
analysis. Mere study of marketing facts 
and phenomena, on a more or less 
organized basis, does not constitut 
market analysis any more than it repre- 
sents sound market research. Only 
when the procedures employed in th: 
analysis can be said to be scientific, 
within the scope of current knowledge 
of scientific method and procedure, can 
the activity be regarded as a market 
analysis in the proper sense of the tern 
These principles and methods com 
from nearly all fields of science. ‘The 
market analyst borrows from the scien- 
tific methodology developed in th 
physical, chemical, and biological !ab- 
oratories. He applies the techniques 
statistics, psychology, and all social 
sciences. His prime problem is the spe- 
cial adaptation of these principles anc 


may be incorporated in specific market analyse 
or (3) develop broad general principles which ser 
to guide marketing policies. An excellent exam 
of a research which emphasizes the latter funct 

is H. J. Rudolph’s Four Million Inquiries from Maga 
zine Advertising. New York: Columbia Universit 
Press, 1936. This study provides valuable genera!z 
tions on such subjects as the influence of color 4! 


size of advertisements on response. 
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is to the peculiar conditions fumes which the entire domestic mar- 
n marketing. ket, various geographic sections, or 
llowing are examples of the different groups of consumers can be 
tudy which may be regarded _ expected to buy, is an example of 


¢ within the province of mar- quantitative analysis. 


‘ . 
DID « 


Sales Potentials 

| stocks of tooth brushes, as they 

he sale of Dr. West tooth brushes. 
of the Kansas City market for 
sport shoes, made for the Jones 


UW 
iny 


The*distinction between the amount 
of a commodity which the market can 
buy and the amount which it probably 
will buy in a given period of time is an 
sales power of four proposed important one in quantitative analy- 
‘sales potential” is usu- 


‘ 


ents for Swift’s Premium Ham. sis. The term 
nsumer market and dealer situa- ally used to connote the former. The 
affects the sales methods and “sales potential” or ‘market poten- 
ng of the Coca-Cola Company. tial’? for any commodity is, therefore, 
an estimate of the total capacity of the 
market to absorb that commodity. Ob- 
‘etanalysis work may bebroadly viously, this term cannot be used in 
| into two phases, the qualitative its broadest literal sense. The ultimate 
quantitative. Qualitative mar- _ total capacity of a market to absorb 
ilysis deals with those aspects of | any given commodity, if all questions 
ing in which the nature of the of buying habit were left out of con- 
mena studied is the prime con- sideration, would be too far from any 
n. Studies of consumer prefer- reasonable notion to be useful. The 
garding products are examples _ very poorest market might conceivably 
tative analysis. While quantita- absorb extremely large quantities of 
tistical techniques are employed chewing gum. But an analysis which 
ing such studies, their purpose —_ would entirely disregard habits and the 
determine how much of a general competition among various 

the market will absorb, but types of products would be of no prac- 

of product it prefers. Some tical significance. Thus the term “sales 
ypes of qualitative analyses of _ potential” refers to an estimate of the 
nsuming market are those which capacity of any given market to absorb 
buying habits and prejudices, | a commodity in the light of the general 
motives, racial and religious limitations of its past behavior. The 
teristics, trading habits, the ef- _—_ distinction between the theoretical ulti- 
ss of advertising and sales mate capacity of a market to absorb a 
response to various prices, and commodity and the capacity of that 
market to buy the commodity in the 
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titative analysis, on the other light of its general limitations is not 

limited to the determination vague or unmeasurable. The theoretical 
amount of a commodity which power which might be developed from 
rket can be expected to absorb. _a gallon of gasoline is greatly in excess 
to answer the question, How —_ of the maximum power which can be 
in be sold? A study which developed with present machinery. 
stoestimate the amountofper- Just as the engineer must make his 
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measurements of power in the light of 
the combustion-efficiency of machin- 
ery now in use, the market analyst 
must measure the power of the market 
to absorb commodities in the light of 
its customs, buying habits, etc., which 
affect its expression of that power. 
The primary activity in quantitative 
market analysis is the development of 
sales potentials, taking into account 
efforts to create demand, competition, 
and business conditions only in so far 
as they are reflected in definite long- 
run buying habits. These sales poten- 
tials become the foundation for quota 
setting and similar activities. They 
form a scientific measurement of the 
power of markets to buy a commodity, 
to be used as a basis for market plan- 
ning.‘ How much a market will actually 
buy in a given period is conditioned 
by a variety of factors, separate from 
the power of the market itself. The ef- 
fectiveness of efforts to create demand, 
competitive activities, and business 
conditions must all be taken into ac- 
count before accurate estimates may be 
made of the amount of a commodity 
which a market will take. 
Importance of Quantitative Analysis 
The specific uses of quantitative 
market analysis are discussed in detail 
in this article. At the outset, however, 
we must not overlook its broader and 


‘ Definitions of some terms used in quantitative mar- 
ket analysis: 
(1) Sales or Market Potential—an 


the capacity of any market to buy a commodity. 


estimate of 


[This estimate may be stated in absolute numbers of 


physical or dollar volume, or may be stated in terms 
of the percentage of the total consumption which any 
individual section of the market has the capacity to 
buy. 

(2) Sales Quota or Sales Budget 
f a commodity an individual firm expects 


y given period of time. 


an estimate of 
the amount « 
to sell in a market within any 
The sales quota may be based upon a sales potential 

1e Sales Quota may be Dased upon a Sales potential, 
but it differs from the sales potential in that it sets a 
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more fundamental aspect, namely, that 
it provides business management with 
a basic understanding of its whole mar- 
keting operation, over and above the 
day-to-day applications in quota set. 
ting and other uses. To one engrossed 
in quota work this may appear an 
unimportant by-product. 

The most important contribution of 
the analysis cited later in the article as 
an example of the use of quantitative 
analysis in distributing the sales force 
geographically, was the way in which 
the study showed the executives of the 
company entirely unsuspected facts 
about their sales operation. This study 
laid the basis for a complete reorganiza- 
tion of sales personnel so that the 
number of active salesmen in each 
territory was brought into proper bal- 
ance with the sales potentials. As a 
result, the company knew that it could 
support the salesmen in each territor 
because there was an adequate volume 
of business for each man to solicit. On 
the other hand, the company knew that 
there were no territories in which the 
selling organization was so_under- 
manned that a large volume of business 
was being lost. In addition, a new un- 
derstanding and enthusiasm swept the 
entire organization, resulting in a gen- 
eral increase in sales efficiency as a re- 
sult of the knowledge that the activity 
was properly balanced and directed. 
goal which should be reached within a specific per 


of time, taking variations in business condit 


competition, and other factors into account. 
sales potential is set for an industry, the sales qu 
is set for an individual firm or unit within that firm 
operation, such as a dealer or salesman. 

(3) Market Factor—a statistical series, such a! 
total population, number of persons living on farms 
number of income tax returns, etc., which is used! 
setting a sales potential for any section of a market 

(4) Market Index or Sales Index—a market fact 
in which the data for individual parts of the mark 
have been reduced to a percentage of the total for the 
entire United States. 
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Scientific marketing demands that 
tising and other sales efforts be 
tributed geographically that they 
n balance with the power of mar- 
buy the product or service being 
While most business men recog- 
his as a primary principle, in 
practice it is very difficult to 
plish its aim. There are several 
ns for this. 
: first place, accurate methods 
antitative analysis have been de- 
so recently that they are not 
ible to all firms, especially the 


ones. 


Second, there appears to be am in- 


eas 


t tendency on the part of business 
strive for national! distribution, 
all markets, with a consequent 

ng out of sales efforts. In a desire 

ind business as much as possible, 
ear that they will miss sales in 

r markets. 

Third, the larger markets naturally 
luce larger sales volume. The vol- 
sales in a market like Chicago 
great that an executive tends to 
he is doing a satisfactory ad- 

ing and selling job in that market. 
iles in a market like Davenport, 
ire much smaller, so by con- 

Chicago sales results appear bet- 

Nevertheless, the firm may be 

very poor selling job in the 


tter city in proportion to the possi- 


ties of the market. 
rth, the flat maps which show 

| area give an incorrect impression 
the relative size of markets. The 
and mountain areas of the West, 
the vast expanse of the South, 
important markets. Yet the 

ted maps which show the area 
h state or city in proportion to 
ilation or total retail sales show 
* Retail Market in the United States, Erwin 


y Company, 1932. 
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that market possibilities are tremen- 
dously concentrated. The study of these 
distorted maps and statistics on the 
sales volume of our larger cities is es- 
sential to the right thinking of the 
quantitative analyst.® In the trading 
areas directly surrounding the 106 larg- 
est cities, for example, we find 74.38% 
of the total population of this country, 
81.20% of the retailers in 24 important 
lines of distribution, 79.79% of the 
automobiles, and 87.63% of the total 
savings bank deposits.* Recent studies 
have shown an even greater degree of 
concentration in the sale of many com- 
modities. All these conditions and 
tendencies point to a real need for true 
quantitative facts regarding market 
possibilities. 

As a result of lack of knowledge, 
habit, the influences of competition, or 
accident, the sales of nearly all firms 
are far out of line with the possibilities 
of their various markets. This is so 
common that the market analyst can 
almost always predict in advance that 
a comparison of the actual sales per- 
formance of any firm with its market 
possibilities will show great divergence 
between the two in a large share of the 
markets. 

The Uses of Quantitative Analysis 

The results of quantitative market 
analysis may be applied in many differ- 
ent ways in business operation. In indi- 
vidual cases some may be 
emphasized, in others a relatively large 
number. While the following discus- 
sion is not all-inclusive, it indicates the 
applications of such 


one use 


most common 


studies. 


Sales Quotas. One use of quan- 
analysis is to employ its re- 
Major Market 


Total 
titative 
® A Study of All American Markets, 


Newspapers, 1931, p. 6. 





sults as a basis for setting the total 
sales quota for an individual firm. A 
sales quota is an estimate of the 
amount of a commodity which a com- 
pany plans to sell. It may be the share 
of the total market which the firm 
expects to appropriate for itself, the 
amount of sales sought in one of its 
territories, or the goal for an individual 
ilesman or dealer. 

The establishment of the total sales 
quota for a company is the chief pur- 
pose of trend analyses which indicate 
the probable future consumption of a 
product. In view of the importance of 
production in anticipation of demand, 
it is essential that a firm consider the 
future capacity of the market to 
absorb its product. With sound knowl- 
edge of the future market, it can estab- 
lish a rational sales quota. This quota 
in turn becomes the basis for produc- 
tion schedules, financing, advertising 
and sales budgets, and other aspects of 
business planning. 

Quantitative forecasts of the auto- 
mobile market have been used as a 
basis for the planning of the General 
Motors Corporation.’ The retooling of 
a plant and machinery additions for 
the production of new models, the 
planning of demand creation activities, 
the hiring of personnel, and the financ- 
ing of these operations are all predi- 
cated on the assumption of a market 
which will absorb the amount of the 
product to be produced. Companies 
have gone so far as to use quantita- 
tive trend analyses as a basis for bank 
borrowings to finance advertising 
campaigns. 

See H. G. Weaver, 4 Study Relating to the Past 


Pre be a? d Future i tne D mestic Pa eneer Car 
Market. Detroit: General Motors Corpora 1931 
3 | 1 ] } fx et ttl g 
il e: € E. Griffin, Sa O a Sys- 
ms, M B ss S$ s, Vol. I, No. 5, 1928; 
aa Hansen, Ha f Business Admints- 
ration, “‘Setting the Sales Quota,” pp. 127-141. New 
York: McGra Hill B \ any, 1931; Leverett 
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Territorial Sales Quotas. A second 
major use of quantitative market anal. 
ysis is as the basis for setting territorig| 
sales quotas. These quotas are a meas- 
ure of what a given sales district should 
buy and are predicated on measure- 
ment of the potential capacity of eac} 
territory to absorb the product. The 
first efforts at quantitative analysis 
were directed at setting territorial sale: 
quotas, and this is probably the mos: 
common use today. These territoria 
quotas provide a basis for various forms 
of sales control, especially in directing 
the efforts of the sales department. 
The territorial sales quota may als 
form a basis for directing the shipping 
of merchandise to various market 

The method of using market poten- 
tials in establishing territorial sales 
quotas must be developed to meet the 
specific requirements of each individ- 
ual firm.® There are four essential steps 
however, which must usually be in- 
cluded in each operation. These steps 


are: 

1. Establishing market potentials fo: 
the territory. 

2. Adjustment for business condi- 
tions. 

3. Adjustment for past competitive 
performance. 

4. Conversion to the attainable 
quota. 

Exhibit I shows the development of a 
sales quota by this method. ‘The ex- 
planations which follow it show th 
procedure for each individual step in 
detail. 


S. Lyon, Salesmen in Marketing Strategy, Chaps. IX 
and X. New York: The Macmillian Company, 192¢ 
H. R. Tosdal, Introduction to Sales Mana ement 
pp. 96-105. New York: McGraw-Hill Bo k ¢ 
pany, 1933; L. D. H. Weld, Sales Quotas, Chamt er 
Commerce of the United States; Percival White, 5a¢ 
Quotas. New York: Harper & Brothers, 1929; Amer 
ican Management Sales Executive Series, Nun 


6, 24, 27, 31, 34- 
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EXHIBIT I 
<AMPLE OF THE Use or Market PorenrTIALs IN SETTING TERRITORIAL SALES QuoTas 
2 (3) (4) (5) (6) (7) (8) (9) 
Adjustment to 
Adjustment to Com petitio Sales for 
far Busine Busine Competitive Conditions Preceding Percentage Attainable 
ential Condit1 Conditions Conditions (ideal quota) Period Performance Quota 
5,288 go 94,759 17 16, 109 14,981 93 16,179 
5,505 I.2 114,606 15 17,191 14,097 82 15,507 
),959 I 79,959 20 15,992 10,472 103 17,299 
177,784 I .04 184,895 17 31,432 28 , 603 gI 30,891 
70,149 98 362,746 22 79,804 77,41C 97 81,281 


Explanation of Columns 


1. Territorial units: states, counties, sales districts, etc. 
n 2. In this column the market potential for each sales territory for the entire 
inserted. 
mn 3. A rating of business conditions in each territory is placed in this column 
ises the best available information on business conditions within the individual 
[ts information may be based upon rather comprehensive business forecasts, 
taken from reports of salesmen and dealers, from one of the statistical services, 
e Standard Statistics Company, from business magazines, or from Federal 
Bulletins. Whatever the nature of the firm’s information on business conditions, 
ition must be reduced to one common denominator. This common denominator 
in expression of the extent to which general business conditions in any territory 
r below normal, or the average for the entire country. These differences are 
ed in terms of percentages. The average for the entire country is regarded as 100%. 
number one, for example, is regarded as being 10% below the average for the 
it would be given a rating of 90%. If territory number two is considered to be 20% 
iverage for the country, this territory is given a rating of 120%. (Note that 
f using the whole numbers, 90% or 120%, the numbers 0.90 and 1.20, which are 
mathematical statement of the percentages, are used.) 
n 4. This column shows the market potential adjusted for business conditions. 
ne by multiplying Column 2 by Column 3. 
mn 5. The share of the total sales for the industry which the firm expects to 
for itself is inserted in this column. Usually the firm estimates the percentage 
tal business of the industgy which it should obtain throughout the country. If the 
shown used only one average percentage, 17%, for example, Column 5 would 
17 for all territories. This national percentage becomes a constant which is applied 
the product shown in Column 4 to give the potential adjusted to competitive 
nce in Column 6. 
ne firms attempt to measure competitive conditions within individual territories. 
believe, for example, that the Chicago territory is so highly competitive that a 
nce of 13% of the total sold by the industry in that market would be regarded 
r competitive share. In case adjustments for competitive conditions in individual 
ries are to be employed, the firm must work out the percentages separately for each 
ial territory. These individual territory percentages are then placed in Column 5 
vn, instead of using one over-all constant for the entire country. 


into account. The figures in this column are the product of multiplying Column 4 


iT - 
Ah Se 


mn 7. In this column the firm’s sales for the most recent period are inserted. 
vs the actual results which sales and advertising efforts have produced in the past. 


y, one cannot expect territories which have failed by a wide margin to yield the 
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EXHIBIT I—(Continued) 


volume of business which the potential market justifies to pull up to that potential 
immediately. The adjusted potential must, therefore, be related to past sales performance. 
This is done in Columns 8 and 9. 

Column 8. In this column the performance ratio of each territory is inserted. This 
ratio is obtained by dividing the past sales, shown in Column 7, by the adjusted potential, 
shown in Column 6. This gives the percentage of the adjusted sales potential which the 
individual firm has obtained in the past. It indicates whether individual territories have 
been far below potential, slightly below potential, about at potential, slightly over potential, 
or far above potential. 

Column g. In this column the actual attainable sales quota for each territory is set 
The firm must establish some scale by which to do this. The scale employed is arbitrarily 
determined on the basis of sales management policy. One company uses the following scale: 
For territories which are 95% or over in their percentage of performance, the attainable 
quota is the preceding year’s sales increased by 5%. For territories whose percentage of 
performance is between 90% and 95 %, past sales are increased by 8%. For territories whose 
percentage of performance is less than 90%, sales for the preceding year are increased by 
10% per annum. It is obvious that for territories far below potential some long-run program 
calling for a regular annual increase until the potential sales have been obtained must be 
employed. The “attainable quotas” shown in the example above are based on this scale. 


quota and distribute it among the sales- 
men or dealers on the basis of the 
percentage of total sales for some previ- 


Quotas for Individuals. A third use 
of quantitative analysis is in setting 
sales quotas for individual salesmen or 


dealers. In setting this type of quota 
the past performance of individuals and 
dealers and the possibilities of scien- 
tific personnel management are very 
important, but the total capacity of 
the market to absorb the product 
should still be a fundamental consider- 
ation. Cases have been frequently 
found in which salesmen who were 
believed to be particularly productive 
have nevertheless been found to be 
relatively weak in the light of the true 
potential capacity of the market in 
which they were operating. The op- 
posite has been found just as frequently. 

Quotas for individual salesmen may 
be applied as a basis for remuneration, 
for special incentives, for promotion or 
demotion, and for other forms of sales 
control. Quotas for dealers are used as 
a basis for stimulating dealer activities 
and selecting channels of distribution. 

The most common procedure for 
setting sales quotas for individual sales- 
men or dealers is to take the territorial 


ous period which has been produced 
by each individual salesman or dealer. 
Exhibit II illustrates this method of 
setting a sales quota for salesmen or 
dealers. 


Exursit II 
EXAMPLE OF THE Use oF Market POorenriALs IN 
Settinc SALESMAN’s OR DEALER’s Quota 


(1) (2) (3) (4) (5) (é 
Sales of Percentage 
Attain- Preced- of Terri- 

able ing torial Salesman 
Territory Quota Salesman Period Sales Quota 

Atlanta 16,179 Jones 2,097 14 2, 2¢ 
Peterson 1,798 12 1,941 

Meserve 3,146 21 3,39 
Morris 2,846 19 3,074 
Manders 2,847 .19 3,074 
Sanborn 2,247 15 2,427 

14,981 1.00 16,17 


Explanation of Columns 


(1) Territorial unit: states, counties, sales terri- 
tories, etc. 

(2) Attainable quota for the entire territory. 

(3) Salesmen working the territory. 

(4) Sales of individual salesmen in preceding per! 

(5) Percentage of territorial sales made by each 
salesman in preceding period (expressed mathe- 
matically). 

(6) Column 5 times Column 2. 
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laries of Sales Territories. A 


use of quantitative analysis is 


stablishing boundaries for sales ter- 


T 
i 


ies and routing salesmen. In the 


sales territories have been based 
upon the number of dealers to 
vered and the railroad facilities 
ible. The use of the automobile by 
men has made transportation fa- 
more flexible, and hence a less 
tant element in determining mar- 
boundaries. In the meantime, 
itative analysis has shown the 
nce of concentrating sales ef- 
the most productive sections of 
and has led to policies of 

tive distribution. Thus, the sales 
are planned to lead to a con- 

of sales the 

1 more profitable markets and 


pressure on 


the earliest efforts to get 
turers to arrange their sales 
ries on the basis of quantitative 
sis was that made by T. O. Grisell 


)23." Working on the basis of an 


is of daily newspaper circula- 
e broke the country up into 745 
ting areas. Since that study 
individuals and firms have set up 
rritory maps, based on quanti- 
irket analyses. An outstanding 
that of the International 
zine Company. Their marketing 
ries are reported to have been 
over 5,000 manufacturers in 
ip their sales territories.'° 

tration of Sales Efforts. A 
- of quantitative analysis is as a 
selecting territories in which 
entrate sales efforts, or for 
ng territories from the market 
1 firm cultivates. One of the gen- 
{reas for Budgetary Control Purposes. New 

patten, Barton, Durstine & Osborn, 1923. 
rading Areas System of Sales Control. New 
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eral results of the increased acceptance 
of quantitative analysis has been a 
tendency on the part of manufacturers, 
especially the smaller ones, to concen- 
trate sales activities in relatively lim- 
ited markets. The Brockway Truck 
Company reports that sales were in- 
creased 25% by discarding 37 states 
from its market.!! This is an extreme 
example, but a general tendency to 
concentrate sales activities in more pro- 
ductive markets in order to avoid 
the so-called “thin”? markets may be 
observed. 

Quantitative analysis has also been 
used as the basis for the zone method 
of sales expansion. This development 
policy is based on the principle of culti- 
vating the most profitable territories 
first, and then gradually expanding 
into the general market. Hills Brothers 
and Dr. Pepper’? are examples of 
firms which have used this method. 


Distribution of Sales Force. A sixth 
use of quantitative market analysis is 
basis for distributing the man- 
power of the This is a 
relatively new use, but it promises to 
become very productive. Comparisons 


aS a 


sales force. 


of the distribution of the sales force 
against market possibilities have shown 
poor sales results because the number 
of salesmen is often greater or less than 
any given territory warrants. The Kel- 
logg Company, for example, in 1932 
studied its distribution by salesmen, 
with the result that additions were 
made in some territories while in others 
the numbers were reduced. It has been 
reported that the executives of the firm 
were convinced that such adjustments, 
in the light of potential markets, con- 


York: The International Magazine Company. 


11 Sales Management, January 1, 1934, p. 20. 


12 Thid., p. 191. 
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siderably increased the efficiency of its 
selling operations. 

An example of the use of quantita- 
tive analysis in distributing the sales 
force geographically is that of a large 
manufacturer of a specialty product. 
After the sales potentials for each of 
the company’s territories had been de- 
termined, an analysis of sales records 
showed that a satisfactory type of 
salesman required an income of ap- 
proximately $190 per month. In order 
to earn this income, a salesman must 
sell $10,000 worth of the product each 
year. The sales potentials in dollars 
for each territory were, therefore, di- 
vided by the $10,000 to indicate the 
number of active salesmen which each 
territory could support. 

The following table shows a compari- 
son of the number of salesman in 
selected territories at the time the anal- 
ysis was made, as against the number 
of salesmen which the sales potentials 
for the territory warranted: 


Present Man-Power Required Man-Power 


Territory 

No. 1 63 33 
No. 2 55 13 
No. 14 10 3 
No. 18 4 2 
No. 36 2 5 
No. 39 9 33 


The firm happened to have approxi- 
mately the correct total number of 
salesmen, but this study showed that 
the man-power of the organization was 
in proper balance in only one-tenth of 
the territories. In several areas there 
were more than twice as many men 
as the territory was able to support. 
In others the sales force was clearly 
undermanned. For the first time, the 
firm was in a position to allocate its 
sales force on a sound basis. 


Distribution of Advertising. A seventh 
use of quantitative analysis is as a 
basis for the distribution of advertising 
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appropriations and the selection of ag. 
vertising media. Advertisers are keenly 
aware of the need for some objective 
measurement of market possibilities x 
that advertising pressure may be dj. 
tributed properly. The fact that a large 
number of general quantitative analy. 
ses of the national market have been 
made by publishers and advertising 
agencies points to the conclusion tha: 
this use is a most important one." 
One case in which quantitative anal- 
ysis is useful is in the distribution of ar 
advertising appropriation when a rela- 
tively large amount of local advertis- 
ing is employed. One manufacturer, 
for example, set up a total budget for 
advertising in local media, and then 
distributed this budget among his sales 
territories on the basis of the relative 
potential sales for each territory. Th 
budget for each territory was set up in 
the first column of a control sheet. 
Each month the expenditures for local 
advertising in each territory were care- 
fully charged against that territory, 
and the total for the month inserted in 
the second column of the control sheet. 
In a third column, the difference be- 
tween the two figures was inserted in 
black pencil for all territories which 
had spent less than the budget. ‘This 
was in the nature of an “open to buy” 
figure. In those territories in which 
the expenditure exceeded the budget, 
the difference was inserted in red 
pencil. This represented an over-e%- 
penditure which must be made up 1 
succeeding periods. By accumulating 
these data from month to month, 
obtaining accumulative “open to buy’ 
and “‘deficit” figures, a careful contr 
of advertising expenditures was mait- 
tained. It was, of course, necessar) 
to adjust the budgetary figures for 


13See Markets and Quotas. Philadelphia: Curtis 
Publishing Company, 1932. 
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variations and to take local The most important difference in 
nditions into account in _ the two lists is found in the key market 
ing the budgetary results. of cities with a population of 500,000 
ntrol of national advertis- and over. The old advertising schedule 
the market potential is of _ left the manufacturer particularly vul- 
ilue in insuring a balanced nerable in the larger cities which ac- 
coverage throughout the counted for nearly 29% of the total 
By the term “‘balanced cov- potential sales for this product. In 
meant the process of building view of the rather generally accepted 
magazine list, or a com- idea that a national manufacturer 
magazine and newspaper list, must be especially careful to maintain 
tributes the messages of the _ his representation in the key markets, 

¢ campaign in proportion to _ this fact was especially significant. 

potential of the various 

nits, such as geographic sec- Appraisal of Efficiency. The eighth 
ty-size groups, etc. This balanc- major use of quantitative analysis 
ion is more effective if the methods is as a basis for judging the 
yed are based on city-size efficiency of sales and advertising 
‘key-county” groups, sales efforts. There is a general feeling that 


or states. The sales poten- business firms tend to rely too much on 
1 
' 


each city-size group or geo- _ their own past experience, instead of a 
livision are expressed as a __ scientific knowledge of market possi- 

of the total for the United bilities, in judging the relative success 
(he circulations of various — or failure of demand creating activities. 
ich might be used in the Effective sales control is predicated on 
are then totalled for each of | a sound measuring stick for judg- 

and the percentage of the ing performance. Quantitative market 
ilation of each medium which analysis provides such a basis of 


each of the city-size groups measurement. 
ries is calculated. Some notion of comparisons of per- 
nportance of this “balanced formance with potential is implied 
procedure is indicated in in several of the uses discussed above, 
[II which compares the cover- _ especially those relating to sales quotas 
national magazine and key- and advertising budgets. Checking 
r list built by the traditional the efficiency of sales and advertising 
effort is thought of as a special use 


e of market potentials. when a company sets this specific 
— objective in planning its quantitative 
CircuLaTIon AND Cost or Two analysis, or uses some special device 
NAL ADVERTISING Lists ’ for making measurements of its demand 
ed as percentage of U.S. total) ; ~ , . 
Market Old Balanced Creating efficiency. Unless a firm has 


Potential _—List List this special use in mind, it will prob- 
#5 — A ably make only hazy estimates of 
16.8 = eficiency, and employ them in rather 
10.0 opportunistic fashion. On the other 
. ; “- hand, if a checking objective and some 


special form or device for measuring 





24.4. 


efficiency is set up before the analysis 
is made, results will constantly receive 
the attention of executives and will 
become an integral part of sales plan- 
ning and control. 

One device is the use of a method 
which states sales efficiency in terms of 
‘““the degree of penetration” or “the 
penetration ratio.” The degree of 
market penetration, or penetration 
ratio, is found by dividing a firm’s 
sales in a given area by the market 
potential set for that area. The result- 

Exuisit IV 


EXAMPLE OF THE Use or Market PorenTIALS IN 
DETERMINING THE “‘PENETRATION Ratio” 


(1) (2) (3) (4) 
Sales of 
Market Preceding ‘Penetration 
Territory Potential Period Ratio” 

Chicago 77,970 9,356 12 
Des Moines 3,819 535 14 
Milwaukee 13,420 1,610 12 
St. Paul 6,296 252 4 
Sioux City 2,005 221 II 
U. S. Total 1,248,762 162,340 13 


Explanation of Columns 

(1) Territorial units: states, counties, sales terri- 
tories, etc. 

(2) Total potential capacity of market for a specific 
commodity. 

(3) Company sales during preceding period. 

(4) Company sales expressed as a ratio—Column 
3 divided by Column 2. 
ing percentage of total possible attain- 
ment is then taken as an index of the 
eficiency of sales and advertising 
effort. If a washing machine manu- 
facturer, for example, sets the poten- 
tial volume for the Albany territory at 
1,000 machines per year, and he has 
sold 100 machines during the past year, 
his penetration ratio for that market 
is 10%. If the potential market for 
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Chicago is set at 20,000 machines an; 
his sales in that market were 1 
units, his penetration ratio is 5%. Thus 
while he sold ten times as map 
machines in Chicago as in Albany, hi 
efficiency in the latter market was twic: 
as great. 

One of the earliest examples of suc} 
objective measurement of performane: 
against potential was in the automobil: 
field. This was the first industry 1 
have comprehensive records of current 
sales reported publicly. Automobil 
manufacturers commonly calculated 
their national average penetration rati 
and compared the ratios for individu: 
markets with this as a basis for judging 
the efficiency of their promotiona 
efforts throughout the country. 


The various uses to which quantite- 
tive market analyses can be put, a 
outlined in this paper, suggest its 
importance to business firms engaged 
in the production and sale of commod:- 
ties and services. The value of an} 
specific analysis, however, is deter- 
mined largely by the accuracy of the 
method employed. A recent survey 
made by the writer revealed that 4 
wide variety of alternative methods are 
now in use. Some of these are much 
more accurate than others; some ar 
particularly adapted to certain types 
of problems. One of the primary needs 
in this field is a broader understanding 
of the various methods, their strengths 
and their weaknesses. The article whic 
follows will, it is hoped, contribute 
somewhat to that understanding. 
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DIVIDEND POLICY AND BUSINESS CONTINGENCIES 


ORPORATE managements are 
ntinually -faced with the fi- 
nancial problem of dividend 
y. Since the purpose of a business 
ion is to earn profits for its 
lders, disregarding various so- 
nsiderations, and since profits 
listributed among stockholders 
ugh the payment of dividends, 
iestion of proper dividend policy 
es important to the corporate 
ement, at least at times when the 
r of profits makes this question 
e than academic interest. 
ionally this question of divi- 
icy becomes acute, as in the 
the recent tax legislation taxing 
ited corporate earnings. As 
ally reported by the House Com- 
- on Ways and Means, the Tax 
osed a tax rate as high as 29.5 % 
rations having a net income of 
or less where undistributed net 
was 70%, and a tax rate as high 
on corporations having a net 
over $10,000 where undis- 
net income was 57.5%. Such 
| rates were sufficient to make 
most hardened management 
ind open the coffers of its treas- 
permit its stored-up funds to re- 
general circulation through the 
of its stockholders. Even as 
nacted under saner counsel, the 
\ct of 1936 imposes tax rates 
listributed corporate incomes 
tly high to give any manage- 
1use. A similar experience, in 
se at the time of the enactment 
ie Revenue Act of 1934, which also 
eatened to tax heavily undistributed 
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corporate earnings by means of Section 
102 of the act. In expectation of gov- 
ernmental action to enforce Section 
102, many corporations did, indeed, 
raise their regular dividend rate or de- 
clare extra dividends. And when stock- 
holders themselves begin to clamor for 
more liberal dividends in view of pro- 
spective or actual tax legislation, as did 
in fact occur at the annual stockholders’ 
meeting of Montgomery Ward & Com- 
pany while the proposed Revenue Act 
of 1936 was in the process of enact- 
ment, the question certainly reaches a 
severely acute stage. 
Traditional Dividend Policies 

In regard to present dividend policies 
the large proportion of corporate man- 
agements may, perhaps, be fancifully 
classified into three main groups. First, 
there are the “‘ plower-backers,” those 
managements which by inheritance, 
tradition, or training have acquired the 
belief, attaining almost the strength of 
a religious conviction, that the only 
sound policy for any management to 
follow is that of continually “‘ plowing 
back” earnings into the business en- 
terprise regardless of countervailing 
factors. Secondly, there are those man- 
agements at the opposite pole, the 
“‘payer-outers,’” who have attained 
the equally strong conviction that the 
raison d’étre of the business enterprise is 
the earning of profits and their dis- 
tribution to the stockholders for final 
disposition at the sole discretion of such 
stockholders, and have accordingly 
proceeded to put such theory into prac- 
tice. Thirdly, there are the “ middle-of- 
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the-roaders,”’ those managements that 
believe that policy best that avoids the 
extremes of “‘plowing back” and of 
“paying out”’ all earnings and adopts a 
middle course in combining the “bet- 
ter” elements of each. As a subdivision 
of this last group rather than, perhaps, 
as a separate group are the “rule-of- 
thumbers,”’ those managements which 
believe that some one magic formula, 
some one mystical proportion such as 
50-50, 60-40, 75-25, or 
should be the all-determining factor. 
There is undoubtedly much to be said 
for each of the above types of dividend 
policies, and probably in the individual 
case there was originally an adequate 
basis for the adoption of the particular 
policy in question. It is submitted, 
however, that the determination of the 
sound and proper policy for the par- 
ticular corporation should not be made 
to depend upon any philosophical out- 
look on life, however trustworthy a 
guide for personal conduct, nor upon 
a favored formula or rule-of-thumb, 
however prepossessing and stimulating 
to the imagination. Rather, determina- 
tion of a sound and proper policy for 
the particular corporation should be 
based upon the adoption of a scientific 
method of approach. More specifically, 
it should be based upon the considera- 
tion of the different contingencies sur- 
rounding the business enterprise, their 
careful evaluation, and the formula- 
tion, in the light of such evaluation and 
of all the surrounding circumstances, of 
a definite policy fitted to the actual 
needs and conditions of the enterprise. 
For a proper understanding of this 


ie gy 
6623-3318, 


proposed scientific method of approach, 
it thus becomes important to review 
briefly the nature of the different con- 
tingencies surrounding every business 
such contin- 


enterprise, considering 


gencies in several main groups. 
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Contingencies Concealed in Accountin, He 2. call 
Statements Gi 

The first group of contingencies jp. siderable 
cludes those that surround the drawig, Invento 
up of the financial statement. The pay. MM tries 04 
ment of dividends is based on surply stantial 
earnings, after all expenses have bee, MM crashing 
deducted and certain necessary x. consider 
serves for bad debts, depreciatio, verpow 
(including obsolescence), and depletio, acturin 


have been set up. The resulting state. experien 
ment of assets and liabilities is the 
presumed to state approximately th quire g 
financial condition of the enterprise purch 
and, where an earned surplus is present held al 
to justify the payment of dividends t) BH United | 
the extent of such surplus. be mad 
That the financial statement, hov- ing fore! 
ever, does not in fact justify the ful iderabl 
payment of dividends becomes clear 
upon consideration of its nature. A f- tion 
nancial statement does not close one mp: 
period of business activity and open such 1 
another, but merely records the f- 
nancial condition at the close, and rder 
the profitableness of operations during holding 
the course, of a particular period. Th an unce 
enterprise itself is one of continuou 
business activity, transactions entered 
into or conditions existing during the tax pI 
course of one financial period being taxes; 
carried over into the next financial 
period. Accordingly when a financial 
statement is prepared at the close o! 
one period certain outstanding contin- 
gencies are always present affecting entery 
considerably the quality of particula la 
assets and liabilities, and at the sam 
time the amount of the earned surplus lamag 
account, which account, of course, | amount 
the sine qua non basis for dividenc 
distributions. Citic, 
A few of these particular contin- ae 
gencies may be briefly noted her 
Executory contracts, always pending !! 
every business for the purchase or 


, 
ther ni 
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dities, may, as a result of 
ng conditions in the commod- 
ets, be executed at a con- 
loss to one of the parties. 
ries of goods, in some indus- 
essarily running into sub- 
amounts, may as a result of a 
commodity market suffer a 
rable decline in value with 
ring losses. The rubber manu- 

, companies have several times 
ed such a decline. On the 
ind, a rising market may re- 
reater outlays for necessary 
Where foreign credits are 
ad awaiting transfer to the 
ites, the actual transfer may 
under conditions of a fluctuat- 
ign exchange resulting in a con- 
ss. If a ““blocked”’ currency 
other governmental restric- 
em is in effect, the domestic 
may find itself engaging in 
1 vires activities as importing 
, pottery, cut glass, or toys, in 
realize something on its foreign 
Returning to this country, 
tain credit situation may point 
rdinary credit losses; an un- 
government budget, to new 
ils or higher rates in existing 
usual 
short, 


pending suit, to the 
sts of litigation. In 
ntingencies of the above char- 
during the course of the 
operations of every business 
- and are pending at the close 
hnancial period. Although the 
currence of certain losses, 
rr costs in possibly large 
is certain, the exact amount of 
not be certain. 


7 


Certain 1n Occurrence but 
tain in Time 
nd group of contingencies 


se contingencies whose oc- 
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currence is certain but the time of 
which, whether immediate or remote, 
is not. These contingencies are of a 
more or less long-time nature and, like 
the Grim Reaper, ever present, always 
threatening, and inevitable of occur- 
rence. The most common examples are 
destruction of or damage to property 
by fire and calamities of nature in the 
form of floods, tornadoes, and earth- 
quakes. In the case of fire, especially 
a conflagration, insurance never ade- 
quately covers the full amount of the 
financial The insured 
may bear as a result of the co-insurance 


loss. business 
clause a certain percentage of the loss; 
or valuable drawings, designs, patterns, 
models, dies, and tools, inadvertently 
either may not be included within the 
insurance coverage or the value not 
reported in full for premium purposes; 
or loss of revenue may result, in the 
absence of a special endorsement cover- 
ing it, during the period of reconstruc- 
tion; or penalties for failure to meet 
contractual time requirements may en- 
sue. In the case of floods equally dis- 
astrous losses may possibly result in 
regard not only to property damaged 
but also to business lost. ‘The Pennsyl- 
vania Railroad, to take merely one 
outstanding example, estimated that 
the cost to it of floods in the spring of 
1936 in property damaged was approxi- 
mately $8,500,000, exclusive, however, 
of an additional loss of approxi- 
mately $4,000,000 in traffic revenues. 
The Amoskeag Manufacturing Com- 
pany, huge cotton textile mills at Man- 
chester, New Hampshire, suffered a 
loss of $2,500,000 during the 
flood period, compelling the abandon- 
ment of a plan of financial reorganiza- 
tion and the liquidation of the company. 
Undoubtedly many small business en- 


same 


] 

I 
terprises, not previously buttressed by 
sufficient, if any, financial reserves, 
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located on the banks of streams above 
any known flood stage, were seriously 
affected or destroyed by the same un- 
precedented high floods. Thus, without 
financial resources in the form of ade- 
quate reserves built up over the years 
to provide for just such contingencies, 
many a business enterprise will be 
seriously affected if not destroyed. 

Some companies have followed the 
policy of self-insuring certain of their 
own risks. Self-insurance is feasible 
where there are many units geographi- 
cally or physically separate, easily re- 
placed, and involving no detriment to 
the business in case of loss, since the 
spreading of risks accomplished by an 
outside insurer may be equally effected 
within the enterprise with a savings in 
the “‘loading” charge to cover ad- 
ministrative and other overhead ex- 
penses. Examples are: numerous small 
ships or boats constituting a fishing 
fleet, rolling stock of transportation 
companies, and scattered plants of 
large industrial enterprises. Although 
a policy of self-insuring certain risks 
may thus be feasible and advantageous 
over the long-time period, yet extra- 
ordinary contingencies likely to occur 
in the immediate future demand special 
additional reserves. 


Contingencies Uncertain in Occurrence 
and Time 


The third group of contingencies, 
unlike the first two groups considered, 
is of a true, full-blooded contingent 
character, since the contingencies in- 
cluded therein possess no certainty in 
either amount or occurrence in the pres- 
ent or future. However, although the 
least predictable, such contingencies, 
nevertheless, upon their occurrence 
may involve the most grievous conse- 
quences. Many illustrative examples 
may be here given. 
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First, new or heavier taxes may } 
imposed upon a business, increasing an 
already heavy tax burden. The natu, 
of this contingency is well brought oy 
by a statement from the testimony of; 
witness before the House Committee 
Ways and Means given in opposition ty 
the Revenue Bill of 1936, as follows: 


This is the fifth Federal tax measure thy 
business has been called upon to absor 
in a period of four years—the Revenue Ac; 
of 1932, 1934, and 1935; the Social Securit 
law with its ultimate toll of 6% on the pyy. 
rolls of employers; and now a proposed 
Revenue Act of 1936. You will pardon th 
expression if I say that you are “running 
ragged.” 


The above witness must have expressed 
the sentiments of many another busi- 
ness man. 

Secondly, huge deficiencies in taxes 
may be assessed by the government at 
some time subsequent to, but within 
the period of the applicable statute oi 
limitations, the filing of a tax return, 
the payment of the tax assessed, and 
the closing of the taxpayer’s books 
Such assessments are not of infrequent 
occurrence, especially in view of the 
technical nature of the tax laws and o! 
the possible changes in statutory con- 
struction or in administrative policy 
One concrete illustration will do. Sec- 
tion 603 of the Revenue Act of 1932, 
still effective, imposes a 10% excise tai 
on various toilet preparations, includ- 
ing cosmetics. Section 619(a) then pro 
vides that the sales price upon which 
the tax is imposed shall include “any 
charge for coverings and containers 0! 
whatever nature.” In §.T. 559! the 
Bureau ruled that Section 619(a) did 
not apply to containers whose cosmetit 
content was only “negligible.” As 4 
result, cosmetic manufacturers, relying 


1 Int. Rev. Cum. Bull. XI-z, p. 459. 
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such ruling and other confirma- matic signals, their compliance with 
harged their customers for the ‘“‘full-crew” laws and with railroad 
y on the cosmetic portion of the _ retirement pension laws; public utili- 
ete cosmetic package, such cos- __ ties, their installation of underground 
portion being, in fact, of com- telephone wires; and industrial com- 


vely insignificant value. In a_ panies, their disposal of industrial 
ent ruling, however, S.T. 815,! waste, their elimination of smoke, dust, 
Bureau of Internal Revenue re- gases, and fumes, their avoidance of 
| its previous ruling andheldthat odors, their suppression of noise, and 
le cosmetic package, container their liberal labor laws for the preser- 
the cosmetic content, was subject vation of the health and safety of 
tax, this ruling being made retro- employees. Liberal labor laws are 
m the effective date of the exemplified by Article 11 of the New 
metic manufacturers who had York Labor Law, requiring, among 
on the earlier ruling were thus _ other things, the safeguarding of ma- 
a heavy tax assessment,  chinery, the installation of devices for 
longer in a position to pass the removal of dust, gases, fumes, 
to their customers on past vapors, fibers, or other impurities, etc. 
imilar instances are constantly Even governmental bodies, like mu- 
ng with respect to income taxes, nicipal corporations, may also be 
ixes, customs duties, and the subjected to a similar contingency 
involving extraordinary expenditures 
y, in the case of a public without any direct and immediate cor- 
rate controversy may run on responding financial benefit, such as 
with the possibility of huge in the case of the legal obligation 
being required to be made to _— imposed upon the Sanitary District of 
mers of or subscribers to the Chicago to construct sewage disposal 
e. Such was the situation in the plants in order to reduce the diversion 
se of the Illinois Bell Tele- of water from Lake Michigan for drain- 
company, which, after more age and sewage disposal purposes. 
years of litigation, was finally Fifthly, unforeseen capital losses may 
1 to refund several millions of _ result from changes in political, eco- 
to subscribers. nomic, or social conditions abroad. 
rthly, changing social or political The financial stake of American indus- 
ns may resultinchangesinthe try abroad in the form of plants, 
npelling on the partofa business branches, or offices is considerable, 
ise the making of certain per- _and by the same token very susceptible 
timprovements, which, although to many influences. The overthrow of 
lesirable, are unprofitable or the Czarist regime in Russia, the 
tive in the limited sense of Fascist regimentation and control of 
producing any direct pecuniary industry in Germany and Italy, the 
the enterprise affected. All Japanese conquest of Manchuria and 
business enterprise face this domination of North China, the peri- 
type of contingency. Rail- —odical social, economic, and political 
have their elimination of grade upheavals in the Central American 
their installation of auto- and South American republics, and 
|. XIV-29, p. 14. recently the Leftist control of industry 
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in Spain, all have their financial re- 
percussions on the capital investments 
of American business enterprise made in 
such countries. In addition, the likeli- 
hood of wars abroad contribute addi- 
tional uncertainties as to the future. 


Contingencies Resulting from the Busi- 
ness Cycle 

The fourth group includes those 
contingencies resulting from changes in 
the business cycle, especially the de- 
pression stage thereof. General business 
activity operates in cycles, as is too well 
known, periods of general prosperity 
being followed by periods of general 
depression, the fat years by the lean, 
the black ink by the red. These cyclical 
changes in turn affect different indus- 
tries and particular business enterprises 
within such industries in varying de- 
grees. Stability of earnings year after 
year for a business enterprise thus 
becomes not the normal thing but 
rather fluctuations in earnings as a 
reflection in part at least of the changes 
in general business activity. In the 
depression phase of the business cycle 
large earnings may become small earn- 
ings and small earnings may very 
easily become operating deficits. 

As a result of the above cyclical 
influence it is clear that financial re- 
serves become necessary to smooth out 
or equalize the effect of fluctuating 
earnings upon the financial welfare of 
the business enterprise. Various con- 
siderations dictate this necessity. In the 
first place, where bonds or debentures 
or cumulative preferred stock exist in 
the capital structure unprofitable oper- 
ations in times of depression may well 
jeopardize, in the absence of adequate 
financial reserves, the continuance of 
payment of unearned interest and 
dividends, with the almost inevitable 
result of a financial reorganization or 
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readjustment, as illustrated by the 
multitude of corporate reorganization; 
put through the “wringer” of Sectio; 
77B of the Bankruptcy Act. 

In the second place, the continuance 
of the payment of dividends—at leas: 
at the same rate—on the common stoc| 
itself may also, in the absence of ade. 
quate financial reserves, be jeopardize; 
by unprofitable operations in times ¢ 
depression, whereas the stabilization 
of dividend payments has general 
been considered a desirable and advan. 
tageous policy for a company. The 
common stock through the policy o 
stabilization of dividend payments be. 
comes placed on an investment basis 
acceptable by a wider circle of inves. 
tors—including the traditional widows 
and orphans—and also may provide its 
owner with a credit basis for borrow- 
ing. The classic example is the Amer: 
can Telephone & Telegraph Company, 
which has continued since 1929 t! 
payment of dividends to stockholders, 
many of the widows and orphans class, 
from financial reserves previous} 
accumulated. 

In the third place, adequate work- 
ing capital with which to meet operat- 
ing expenses of the business, to main- 
tain employment and wages and thus 
continue the operation of the business, 
to keep the personnel intact and main- 
tain the highest operating efficiency, 
may be endangered, in the absence 
adequate financial reserves, by ut 
profitable operations in times of depres- 
sion. A published study of wages an¢ 
dividends in the automobile industry 
reveals that 28 of 45 companies (62.2 
paid no dividends at all but continue¢ 
employment and payment of wages. 


Necessity of Financial Reserves 


The building up of adequate financia 
reserves, therefore, through the pros 
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; years for use in depression years tingency”” may not be the most 
ny-day reserves, appears not appropriate expression—is the need of 
desirable but in fact essential. a business enterprise for financial 

onnection the experience of reserves for the purpose of growth and 
nindustry over the past decade = expansion. Such growth and expansion 
ilf, especially in the last few may take the form of improvements 
the depression, is exceedingly | and extensions to increase the volume 
ng. From official treasury fig- of the existing form of business; engag- 
appears that during the pros- ing in new types of activities, such as 
nario’ 1922-1929 earnings the utilization of by-products or the 
increased; only part of them, integration with other stages of produc- 
were distributed in the form _ tion and distribution; or purchase of 
s, the balance being retained other business enterprises, whether 
isiness. In the period 1930- competitive, allied, or complementary. 
wever, although earnings It is clear then that a sound, growing 
into substantial losses, divi- business enterprise must anticipate its 
ntinued to be paid out of the | needs—as in the case of the foregoing 
previously accumulated from —contingencies—for the means to finance 
ibuted earnings. For the 13-year _‘its growth and expansion. 

, in fact, dividends aggregated Where the growth and expansion of a 
000,000 as against $41,000,- business enterprise is thus indicated, 

final net income. Moreover, _ the financial policy generally advocated 
period 1930-1934 the disburse- _as the anil st is that of plowing back 
rporations exceeded receipts | earnings whenever possible, such earn- 
10,000,000, all, itis tobe noted, _ings being either cals ‘diate ly invested 
alled rainy-day reserves. The in productive activity or accumulated 

f American industry thus in sufficient amounts to meet possible 
importance of financial financial demands in the future—in- 

a “cushion” in times of | cluding the acquisition of new assets 
train. It may be noted in at opportune and economically sound 

, however, that the contention times. Such, in fact, has been the 
n made that the depression was__ financial policy in the past of many 
ue to and greatly aggravated —_ well-managed and successful compan- 

ate surpluses, devoted to ies. Aclassic example is the Ford Motor 

ve ventures in the boom years C ompany, which has attained its pres- 

the lowered purchasing power of ent immense growth by the reinvest- 

ders as the consequence of the _— ment of earnings in the enterprise. >. Such 

ling of dividends. It has been a policy becomes especially important 

contended that the cash re- in the case of the smaller industrial 
corporations were either tied | companies, in which the stock is closely 

rofitable ventures or wiped held, either for the purpose of avoiding 

ig the course of the depression. the necessity altogether of relying upon 
and going into the investment market 

ial Reserves for Expansion for additional funds, or, if it is neces- 

sary to enter that snaslines: of being 

and final group of con- forced to rely on hazardous and un- 

although the term “‘con- sound capital financing methods. 
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Conclusion 

The above review thus indicates that 
every business enterprise, regardless of 
nature, size, or function, is continually 
subject to many kinds of contingencies 
of varying degrees. ‘These contingencies 
may include matters pending at the 
close of a financial period but certain 
to occur; hazards running over a long- 
time period but similarly certain to 
occur; other hazards truly contingent 
in character but involving, if they 
occur, serious consequences; cyclical 
changes with their economic implica- 
tions; and the need for growth and 
expansion. The certainty or probability 
of such contingencies occurring or the 
amount of the loss, if any, may in actual 
practice be difficult, if not impossible, 
to determine. However, that some one 
or more of such contingencies will occur 
at one time or another, making sub- 
stantial financial re- 
serves, is definitely certain. 

The existence of such contingencies 


demands upon 


surrounding every business enterprise 
thus places upon the corporate manage- 
responsibility of 


ment the heavy 


determining the nature of such con- 
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tingencies, the degree of probability of 
occurrence, the probable extent of 
injury or loss in case of occurrence, and 
the resulting amount of reasonable 
financial provision to be made. Ip 
arriving at such determination many 
variables will have to be considered and 
many other factors given their proper 
weight. Even tax _ considerations, 
whether resulting from existing law or 
proposed legislation, such as the pres- 
ent Federal tax on undistributed cor- 
porate incomes, may be compelled t 
take a subordinate position in the 
light of other and countervailing con- 
siderations. The main point is that the 
determination of any sound financial 
policy of dividend distribution must be 
based, not upon any of the arbitrary 
and unscientific approaches indicated 
at the outset, but rather upon sound 
principles of corporate finance. In the 
present case, such principles mean, to 
repeat, the consideration of the differ- 
ent contingencies affecting the enter- 
prise, their careful evaluation, and the 
formulation, in the light of such 
evaluation and of all the surrounding 
circumstances, of a definite policy fitted 
to the actual needs and conditions of 
the enterprise. 
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[IMPROVING THE TOOLS OF BUSINESS: 


RECENT 


LITERATURE ON MATHEMATICAL 
TECHNIQUES 


BY THEODORE H. BROWN 


EMANDS for a better under- 
standing of business problems 
necessitate the adoption of 
1 methods of attack which will 
appropriate solutions. These 

is have tended to create a wider 
mathematical techniques. Al- 
application of these techniques 

ineering problems has long been 

1 as indispensable, their use 

ministrative problems at present 
asing. From the foundations of 

basic arithmetic operations, 

rail leads through applications of 
formulae to the use of the 

is. This trail is not a single path 
which branches here and there, 

ig off to specialized groups of 
ms. The trail to the solution of 

1 groups of problems has become 

lardized; of others, it still exists as 
th which leads off toward un- 
| territory. The use of more 

tics may be an 
complexity. Nevertheless, the 

e development is not one ofintro- 


considered 


ng more complexities into already 
ilt problems, but rather one of 
ing to bear upon complex prob- 
1 more powerful method of attack. 
pplication of these mathematical 
iques discloses a steady develop- 
and a widening interest in the 
ilities of their use. Competition 
e realization of the necessity of 
ng problems probably have caused 
levelopment. Thus, the solution 
iministrative problems tends to 
me more technical in its character 
| more scientific in its approach. 
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Business Mathematics 

The four fundamental operations of 
arithmetic obviously constitute the 
base for any development of mathe- 
matics in business. Because these oper- 
ations frequently are employed in 
connection with elementary accounting 
work, it is natural to expect that their 
adoption should broaden directly into 
what is known as the mathematics of 
finance. This subject includes such 
topics as simple and compound interest, 
annuities, sinking funds, and problems 
relating to the evaluation of stocks and 
bonds. The mathematical techniques 
range from the four fundamental opera- 
tions to the use of certain algebraic 
formulae based principally upon arith- 
metic progressions. It is in fact amazing 
to see what a wide range of common 
business problems is based upon this 
relatively simple algebraic procedure. 
The subject of progressions commonly 
is taught in courses in elementary alge- 
bra. Unfortunately, up to a few years 
ago, the examples used were purely 
theoretical or only of incidental inter- 
est. There are now creeping into the 
textbooks some illustrative examples 
of these problems of finance. This is 
wholly desirable since problems of this 
character are recognized as an essen- 
tial part of advanced accounting 
work. With improved quality of 
teaching applications in the schools, 
it is to be expected that those who 
enter business will be better equipped 
to solve these problems than was 
formerly true. 
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Returning to the fundamental oper- 
ations in mathematics, it might be 
assumed that elementary school teach- 
ing is adequate for the service of busi- 
ness. This, however, is not the case. The 
text, Essentials of Business Mathemat- 
ics' by R. R. Rosenberg, approaches 
this subject from the point of view of 
so-called “short cuts.” These are de- 
sirable if the business man is to acquire 
sufficient facility in making estimates 
from an original document, such as an 
invoice, or the data which appear on a 
profit and loss statement. One feature 
of this text is a series of timed drills 
at the end of each chapter. With these 
the reader should be enabled to carry 
on his own study without difficulty. In 
addition to chapters on the funda- 
mental operations, the book contains 
chapters on fractions, decimals, per- 
centage, interest, and square root. 
These basic chapters are scattered 
through the text so that applications 
of one or another method follow natu- 
rally. For example, allied with the 
chapter on percentage there are chap- 
ters on trade and cash discount, profit 
and loss, marked price, and commission 
and brokerage. Associated with the 
problems of interest there is a discus- 
sion of simple and compound interest, 
bank discount, taxes, insurance, stocks 
and bonds, and depreciation. In these 
applications the work is limited to the 
simpler but more commonly found 
types of problems. This is probably 
desirable since apparently the purpose 
of the text is to provide a sound under- 
standing of the fundamentals of arith- 
metic as applied to common business 
problems. Civil service examination 
questions and a number of review prob- 


1 R.R. Rosenberg, Essentials of Business Mathematics. 
New York: Gregg Publishing Co., 1936. 320 pp. $1.20. 
2 Cleon C. Richtmeyer and Judson W. Foust, Bustness 
Mathematics. New York: McGraw-Hill Book Com- 


Harvard Business ‘Review 


lems are to be found at the end of the 
book. 

A somewhat more advanced ap. 
proach to problems of basic mathe. 
matics obviously would place emphasis 
upon formulae for solving problems of 
compound interest and other allied 
topics. In the text, Business Mathe- 
matics* by C. C. Richtmeyer and J. W. 
Foust, the authors pay less attention 
to questions of drill and relatively more 
attention to the development of alge- 
braic formulae used in solving more 
advanced problems. It must not be 
understood by this that no drill prob- 
lems in the fundamentals are given, but 
somewhat less emphasis is placed upon 
this work than is true of the text by 
Rosenberg. In addition to elementary 
material in Business Mathematics there 
are chapters on logarithms, the slide 
rule, and statistics. 

Taken together, the two texts have 
different objectives. The function of the 
one by Rosenberg is that of a drill text 
for the student preparing himself for 
definite examination objectives. On the 
other hand, the text by Richtmeyer 
and Foust is intended to broaden the 
horizon of those interested in commer- 
cial teaching and those who are enter- 
ing business so that they may have a 
better understanding of why certain 
numerical processes are used. 

The third text which may be con- 
sidered in this group is Mathematics oj 
Finance® by T. M. Simpson, Z. M. 
Pirenian, and B. H. Crenshaw. ‘This 
book is designed for students of com- 
merce and business administration. The 
attack begins with the fundamental! 
operations of algebra rather than 0! 
arithmetic. From this the material de- 


pany, Inc., 1936. 252 pp. $2.00. 
3'T. M. Simpson, Z. M. Pirenian, and B. H. Crenshaw 
Mathematics of Finance, 2nd ed. New York: Prentice- 
Hall, Inc., 1936. 469 pp. $3.75. 
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ps after a study of simple equations 


udy of ratio, proportion, per- 
and then to simple interest. 


of graphs, logarithms, and a 


chapter on statistics. These last 
ters tend to lead off into another 


Lid’ 


or by-path of mathematical 
jues, the literature of which will 


4 


isidered presently. The second 


the text includes the subjects 


npound interest, annuities, and 


surance, which are approached 


point of view of the algebraic 


ae involved. Standard symbols 
sed for annuities, sinking funds, 
ther typical problems. At the end 
text there is included a series of 


which are convenient for solving 


nly the problems presented but 


( 


e arising in business. Both this 
nd the one entitled Business 
1atics contain a set of answers in 

of the book. For more ad- 


1 problems this is often a desir- 


e feature, since by its use the student 


e 


induced to make a second or 


trial to solve a given problem if 
is his first attempt has not been 


satisfactory. Such a statement, 
implies that the purpose of 


ext is that of service in the art of 
ring knowledge rather than in the 


If 


ecuring a facility in performing 
- repeated tasks. If it is desired 
v how to do a given task rapidly, 
f the Rosenberg type is admir- 
the student is to be instructed 
vering how the procedure shall 
ip in order that a certain kind 
lem may be solved, then either 
ther two texts is desirable. For 


tter purpose it seems to the re- 


that answers to the problems 
an added element of advantage. 
three texts provide a series 
typical of the many books 


available in this field. Such a variety is 
desirable because it enables the in- 
dividual to select the one suitable for 
his particular purpose. It must not be 
supposed, however, that all of the 
advanced problems can be solved by 
methods presented in any one text. 
There are, for example, many compli- 
cated questions of insurance involving 
the probabilities of life which have a 
part of their foundations set in the 
problems of compound interest. Again, 
there are problems of installment 
sales which have been treated else- 
where. These two groups are typical 
of many specialized problems in this 
field. They merit not only an analytical 
presentation in research papers but also, 
from time to time, the publication of 
books in which the solutions of groups 
of similar problems are presented. 


Elementary Statistics 


The use of statistics in business is rel- 
atively new. In fact, wide interest in 
the subject has arisen only during the 
last few years. Recently, an accountant 
remarked that he had on his desk for 
study as a possible example in account- 
ing procedure the records of one of the 
early colonial banks of about 1780. 
These records antedate the first book 
on graphics by nearly a score of years 
and the invention of the index number 
by about half a century. The use of 
knowledge is slow so that the effective 
use of these statistical devices by busi- 
ness has seen its beginning only within 
the last few years. It is to be expected, 
therefore, that the problem of statistics 
in its presentation to students and in 
its use by business should be in a condi- 
tion of flux. Among modern texts on 
the subject, Elements of Statistics’ by 
‘Harold T. Davis and W. F. C. Nelson, Elements of 
Statistics. Bloomington, Indiana: Principia Press, 


1936. 435 pp. $4.00. 





be 


H. T. Davis and W. F. C. Nelson and 
Study Problems in Business Statistics® 
by M. A. Brumbaugh and R. Riegel 
may be reviewed with reference to fur- 
ther developments in the subject. 

The reviewer has indicated else- 
where® that at the present time there 
are four types of courses in business 
statistics. These are: (1) descriptive 
statistics, (2) economic statistics with 
quasi-business applications, (3) statis- 
tical technique, and (4) business man- 
agement. Briefly, the first reflects a 
descriptive knowledge of statistics so 
that the student will be better able to 
read statistical material appearing in 
the public press. Courses of the second 
group, which are economic in character, 
tend to develop the subject from the 
point of view of broad economic data 
and of problems which economists are 
attempting to solve. The methods pre- 
sented, therefore, tend to reflect these 
interests. The third type is that which 
develops the subject from the point of 
view of the mathematical foundations. 
Usually American texts tend to avoid 
the calculus and make use only of alge- 
braic symbols and processes. Finally, 
there are a few texts which emphasize 
the management phase of the subject. 
These tend to omit proofs, use algebraic 
formulae sparingly, and draw their 
examples from the field of business. 

Elements of Statistics by Davis and 
Nelson belongs to the third group. The 
text is mathematical in character since 
it attempts to give an algebraic ex- 
planation for the formulae used. In 
some cases proofs are included. Many 
of the problems are approached from 
a formula point of view. To those stu- 
dents who are mathematically inclined 
such a book is most helpful, as it fre- 
* Martin Allen Brumbaugh and Robert Riegel, Study 
Problems in Business Statistics. New York: American 
Book Company, 1936. 144 pp. $1.00. 
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quently gives a far broader under. 
standing of the problems and processes 
involved than is possible without this 
kind of approach. Whether it is for. 
tunate or unfortunate, it is nevertheless 
a fact that many statisticians as well as 
business executives find it difficult, jf 
not impossible, to read literature using 
mathematical symbols. They are en- 
tirely competent to handle the numbe; 
work involved, and presumably be- 
cause of their success they have an 
adequate understanding of business 
questions. A text of this sort, therefore, 
is not as desirable for many as one 
which approaches the problem with 
less emphasis on mathematics. Whether 
in the future the heads of the statistical 
departments in the various corpora- 
tions will have a requisite mathematica! 
background is a question which cannot 
be answered at the present writing. 
There is no doubt, however, that if this 
condition is to be fulfilled, many pres- 
ent teachers of statistics or even of 
so-called business statistics either will 
have to broaden their knowledge of 
mathematics or will be replaced by 
those who have had the necessary train- 
ing in the subject. 

In this text the usual divisions of the 
subject are considered. These are data, 
graphics, frequency distributions, prob- 
ability, index numbers, analysis of time 
series, and correlation. A more ex- 
tended treatment is given to some of 
these topics than is typical of the texts 
most commonly adopted for college 
courses. From the point of view of the 
business man, the difficulty is that 
much space is given to the develop- 
ment of procedures and methods and 
relatively little to problems, except 
those of a narrow mathematical type. 
* Paper entitled “The Teaching of Business Statis- 


tics” presented at Meetings of American Statistical 
Association, December, 1936. 
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. comparison, the collection of 

y, Problems in Business Statistics 
Brumbaugh and Riegel provides 
opportunities for the student to 
ire some facility in answering cer- 
types of questions. This problem 
consists of laboratory exercises 
hould accompany texts on eco- 
statistics, as the problems are 
ipally those of an economic char- 
r. Some are of interest to business 
men, but many are not. It is the re- 
viewer's opinion that future devel- 
nt of the subject will provide 
tions of study problems primarily 
business character. Demands 
isiness executives for employees 
itely trained in the subject of 

ness statistics rather than in the 
manipulation of data which arise in 
mic problems will force this issue. 


Lil 


e subject of statistics includes 

both data and methods which are to be 
ied in reducing those data to tables 
ignificant figures. Consideration 
ways of presenting data sug- 

gests two possibilities: (1) tables and 
s. Tabular presentation often 
poses that numerical methods 
luction either have been or are to 
mployed. On the other hand, graph- 
presentation frequently provides 
pportunity for a visual analysis. 


> r? nih 


OF f these questions will be con- 
1 in turn. 
lor the working statistician the text 
1 Statistical Tables: Their Structure 
and [ by Helen M. Walker and 
Walter N. Durost is of great value. Too 
iten the subject of the organization of 
Helen M. Walker and Walter N. Durost. Statistical 
Their Structure and Use. New York: Teachers’ 
ge, Columbia University, 1936. 81 pp. $1.60. 
* Her ert Arkin and Raymond R. Colton, Graphs: 
t Make and Use Them. New York: Harper & 
TS, 1936. 224 pp. $3.00. 
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statistical tables is considered trite 
or obvious. The result is incomplete or 
misleading information which causes 
unnecessary waste of effort. The ma- 
terial presented is believed to pro- 
vide much which is suggestive to the 
thoughtful worker. In 
scope the book includes three main 
divisions: (1) the characteristics of a 
good table, (2) the analysis and crit- 
icism of selected tables, and (3) some 
remarks on steps in making a table. 

The graphical method of presenting 
data has received considerable atten- 
tion from authors of statistical litera- 
ture. The very fact that graphical 
presentation of data is used so fre- 
quently in the public press makes the 
subject an important one. Three of the 
recent texts are at hand. These are 
Graphs: How to Make and Use Them® 
by H. Arkin and R. R. Colton, Graphic 
Methods for Presenting Business Statis- 
tics® by J. R. Riggleman, and Graphs 
and Their Application to Speculation'® 
by G. W. Cole. Of these texts, the first 
two belong in one group and the third 
in another. The book by Arkin and 
Colton presents a very comprehensive 
treatment of the subject of graphical 
presentation. The typography and 
chart work are especially attractive. 
For the reader of business literature 
the all-inclusive position taken in this 
text introduces difficulties. Although 
there are fundamental principles in 
graphics, it is believed that the devel- 
opment and the application of these 
will vary with the subject matter to 
be presented. Thus, in the case of edu- 
cational statistics certain factors may 
be emphasized which would be of rela- 


professional 


* John R. Riggleman, Graphic Methods for Presenting 
Business Statistics, 2nd ed. New York: McGraw-Hill 
Book Company, Inc., 
10 George W. Cole, Graphs and Their Application to 
Speculation. Peoria, Illinois: Bernbee Press, 1936. 
292 pp. $7.50. 


1936. 272 pp. $2.5 
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tively small interest in business. Again, 
it is very likely that the use of graphics 
in connection with executive reports 
may be of a different character from 
those which would be useful in the 
calculation work involved in the reduc- 
tion of data. The text, therefore, would 
be of greater value to the reader of 
business literature if more business 
illustrations were used. 

In contrast to the book by Arkin and 
Colton, the text by Riggleman gives 
the reader an understanding of the 
principles involved in the use of one or 
another kind of chart. One marked 
difference between these two texts is 
the inclusion of a section on ‘“‘Graphs 
for Computation” in the Arkin and 
Colton book. Most of the chapter is 
devoted to the elementary cases of 
nomographs. The reviewer knows from 
personal experience that these are most 
dificult to construct and, in addition, 
in his opinion they are a distinctly dif- 
ferent type from those graphs useful 
in most business reports. 

In both texts, as might be expected, 
there is considerable treatment of both 
the arithmetic and the semi-logarithmic 
grids. These are recognized as the basic 
standard forms so that any text on the 
subject of graphics inevitably would 
devote considerable space to them. 

Exactly as was true of the earlier 
books considered in this review, there is 
to be found within this field of graphics 
opportunities for specialized develop- 
ment. The text on Graphs and Their 
Application to Speculation by G. W. 
Cole applies graphics to the analysis of 
the commodity markets and, in par- 
ticular, the grain market. Cole em- 
phatically states that the text is not 
to be considered as a foundation for a 
successful “get rich quick”’ scheme, but 
is rather one which will assist the trader 
on the exchange to take a reasonably 


good business position. Apparently 
Cole presents the use of graphs of mar. 
ket activity simply as a basis for g 
better understanding of the marker 
than would be possible otherwise. Ip 
fact, he states “The statistical method 
requires not only earnest study, with 
the gathering of details comparatively 
expensive, but above all, the student 
must have the knowledge to give each 
factor the proper weight, which he can 
only acquire by experience in order to 
be successful” (p. 187). This implies 
that the graphical method of analyzing 
market prices and market changes is 
only the first step in the art of becom- 
ing a successful trader. To this the 
reviewer most heartily agrees, since 
almost invariably statistical procedures 
are of value in assisting the executive 
to discover the truth. They never are 
and never will be a substitute for rea- 
soning ability. The reviewer does not 
agree with the terminology adopted in 
regard to a certain technical distinction 
between certain kinds of graphs, since 
this distinction is not usually accepted 
in statistical literature. The problem 
is one of definition, but it is believed 
that if a uniform set of definitions is ac- 
cepted by authors, it tends in general to 
eliminate possible misunderstandings. 


Applications of Statistics 


With the development of statistical 
methods it is to be expected that from 
time to time there will appear books 
which present studies of special fields. 
Length of Life! by L. I. Dublin and 
A. J. Lotka is an example of such a 
specialized study. From the technical 
point of view of statistics the study is 
based upon frequency distributions. 
Out of an original group, for example, 


11 Louis I. Dublin and Alfred J. Lotka, Length of Life 
New York: The Ronald Press Company, 193° 
422 pp. $5.00. 
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90 males it is a well-known fact 


number dying within each 


is to drop radically to an age 


+ 


10 years and then to rise to a 


int between 70 and 80 years 
| to drop again to a zero value 
100 years. From such informa- 


the 


ted 


niv 


T ( 


inge 


iverage length of life may be 
. This statement gives little 
1 in regard to the fundamental 
ersally interesting questions 
‘+r the span of life has tended 
. It would seem obvious that 
ents in medicine should tend 


rease the average length of life, 
vhat extent this has taken place 


W 


my 


hat degree the increase has 
between parts of the United 
» questions requiring investi- 
here is not only the effect of 
but also the effect of generally 


¢ material comforts as well as 


ty 
0) 


e 


} 
; 


n which have their bearing 
problem. The authors have 
ontent to drop the problem 
statistical evidence has been 

They have proceeded in 
ns of their work to apply the 


f analysis to problems of popu- 
f economics, and of insurance. 
‘stions of unemployment and 


irity prominently before the 
oday, a text of this sort not 


nlightening but also provides 


r a sound understanding of 
public questions. Interest, 
does not end here, because 
inging span of life and with 

on immigration it seems 


that the average age of the 


n of this country will tend to 


This result will have its effect 
narkets as determining the kind 
character of goods which will 


+ * 
i947 
hil 


the future. To the executive 
lividual company, therefore, 
recognition of the problem 


may be of direct commercial benefit in 
stabilizing his thinking. 

Among the major, present-day prob- 
lems is that of understanding the 
fundamental causes of business cycles. 
Any scholarly work, consequently, 
which tends to shed light upon this 
difficult question is most welcome. The 
research entitled Prices in the Trade 
Cycle’? by Gerhard Tintner approaches 
the analysis of price data through the 
use of the so-called “‘variate difference 
method.” This is a somewhat different 
approach from that devised by Pro- 
fessor Persons for the analysis of time 
series. The problem of business cycles 
is so complex that a single analytical 
approach must be limited in its success. 
Underlying truths must be discovered 
slowly. It is wise, then, to limit the 
problem to be attacked. The data to 
which the method is applied here in- 
clude certain price series for a period 
of years prior to the Great War. This 
time segment was deliberately chosen 
because the cycles were relatively free 
from the disturbance of major wars. 
Such a statement immediately raises 
the implication that the effect of the 
Great War has been one of the funda- 
mental causes underlying the depres- 
sion of 1921 and the great depression 
beginning late in 1929. The study of 
cycles prior to 1914 does not pretend to 
provide an answer for all questions in 
regard to the causes of the cycle, but it 
does direct its attempt to a discovery of 
the fundamental factors which exist in 
the data. The general conclusion is that 
these cycles are less uniform and pos- 
sess a variability greater than that 
which is generally accepted. 

The work does not include mathe- 
matical symbols except in the appendix. 
12 Gerhard Tintner, Prices in the Trade Cycle. Vienna: 
Julius Springer, 1935. (New York: G. E. Stechert & 


Co.) 204 pp. $9.00. 








260 Harvard Business ‘Review 


It must not be supposed, however, that 
the language of the research provides 
a clear and easy approach to the devel- 
opment of the problem. The material 
in fact has been cast in a form suitable 
for those familiar with statistical litera- 
ture. The text possesses a praiseworthy 
character of full documentation so that 
the student may learn of the details 
of the reasoning employed. Many of the 
references are to English and German 
texts which include mathematical de- 
velopments of the theory of statistics. 


Conclusion 


In the literature under review we 
have attempted to trace the developing 
use of applied mathematics in the prob- 
lems of today. Beginning with the 
use of business mathematics in the 
fundamental questions of everyday ac- 
counting, the path through algebra 
takes us into the mathematics of finance 
and leads to one field of advanced ac- 
counting problems involving annuities, 
sinking funds, and the questions of life 
insurance. In literature of this sort the 
theories of probability and the neces- 
sary advanced mathematics which ac- 
company them and which cover the 
probabilities of life either are omitted 
entirely or are treated only in an ele- 
mentary manner. Retracing our steps 
now to follow another path, we find 
that it leads into the theories of statis- 
tics which is simply another field of 
learning where mathematics have been 
applied to the reduction of mass data. 
The path in this direction as yet leads 
only a little way toward the field of 
statistical controls which are needed 
by the individual company. From the 
prospects already developed in connec- 
tion with economic data it seems rea- 
sonable to suppose that a path through 
this field of knowledge will be open 
before long. In fact, bordering upon 


this field there is already an extensive 
development in relation to the presep- 
tation of the data themselves. Conse. 
quently, it was appropriate to consider 
in this review the text by Walker and 
Durost on the organization of tables 
and the texts on the subject of graphics. 
The path through this field of learning 
leads in fact over into one corner of the 
field of business in showing how graphs 
may be of use in connection with actual 
business data. Again retracing our steps 
to the question of statistical analyses, 
we find that application in another 
direction leads us to the consideration 
of the changing length of life, a most 
important work by Dublin and Lotka. 
This contains information fundamental 
not only to the individual but also t 
national welfare and well-being. Ad- 
joining this and apparently different 
but philosophically not so far different 
is the research work on price cycles 

The mathematical path beginning 
at the simple four fundamental opera 
tions has led us through algebrai 
processes into the advanced problems 
of probability and the use of the cal- 
culus in the study of price cycles. In 
general, the texts taken as a whole tend 
to show an increasing need for the 
assistance of the mathematical ap- 
proach as attack is made upon more 
and more complicated problems. Never- 
theless, it does not follow that the 
reader must be provided inevitably 
with an extensive mathematical knowl- 
edge, for the book by Dublin and Lotka 
has reduced one problem to a ver) 
readable presentation. It is to be ex- 
pected, therefore, that as additiona: 
attacks upon complex problems become 
available, their roots will be found in 
the mathematical formulae, but their 
description will be in an interesting, 
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direct form so that all who may be | 
terested may read with understanding 
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*Goodrich, Carter Lyman and others. 
Migration and Economic Opportunity. 
Philadelphia: University of Pennsyl- 
vania Press. 780 pp. $5.00. 

Howe, Frederic Clemson. Denmark, the 
Cooperative Way. New York: Coward- 
McCann. 293 pp. $2.50. 

Keller, Kent Ellsworth. Prosperity through 
Employment. New York: Harper & 
Brothers. 251 pp. $2.50. 

Martin, Robert F. National Income and 
Its Elements. New York: National Indus- 
trial Conference Board. 147 pp. $2.50. 

Stanfield, John. Plan We Must. New York: 
Thomas F. Kyle. $1.50. 

Tilden, Freeman. 4 World in Debt. Funk & 
Wagnalls Company. 348 pp. $2.50. 
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Whigham, H. J. The New Deal, English and 
American. New York: G. P. Putnam’s 
Sons. 119 pp. $1.00. 

Willcox, O. W. Can Industry Govern 
Itself? New York: W. W. Norton & 
Company. 285 pp. $2.75. 

Economics 

Ault, O. C. and Eberling, E. J. Principles 
and Problems of Economics. New York: 
Longmans, Green & Company. 843 pp. 
$3.75. 

Chase, Stuart. Rich Land, Poor Land. New 
York: Whittlesey House, McGraw-Hill 
Book Company, Inc. 371 pp. $2.50. 

*Crawford, Charles. Re-Stating Economic 
Theory. Paola, Kansas: Published by 
the author, 310 South Silver Street. 128 
pp. $1.00. 

*Deibler, Frederick S. Principles of Eco- 
nomics. Second edition. New York: 
McGraw-Hill Book Company, Inc. 611 
pp. $3.25. 

Geiger, George Raymond. The Theory of 
the Land Question. New York: The 
Macmillan Company. 248 pp. $2.00. 

League of Nations, Economic Intelligence 
Service. World Economic Survey, 1935- 
7930. New York: World Peace Founda- 
tion. 321 pp. $2.00. 

World Production and Prices, 
1935-1936. New York: World Peace 
Foundation. 156 pp. $1.25. 

Mitsubishi Economic Research Bureau. 
Japanese Trade and Industry. New York: 
The Macmillan Company. 663 pp. $7.50. 


Finance and Investment Management 


*Baker, John C. and Malott, Deane W. 
Introduction to Corporate Finance. New 
York: McGraw-Hill Book Company, 
Inc. 404 pp. $3.00. 

*Bernstein, Allen Milton. Merchandising 
Your Investments. New York: Greenberg. 
47 pp. $1.00. 

Evans, G. H. Jr. British Corporation 
Finance, 1775-1850. Baltimore: Johns 
Hopkins Press. 216 pp. $2.25. 

*Harris, S. E. Exchange Depreciation. 
Cambridge: Harvard University Press. 
516 pp. $5.00. 
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*Hillhouse, A. M. Municipal Bonds. Ney 
York: Prentice-Hall, Inc. 579 pp. $s.o 
Law, William. Plan Your Own Securiv 


New York: Whittlesey House, McGray. 


Hill Book Company, Inc. 233 pp. $2.0 
*Marple, Raymond P. Capital Surplus ang 

Corporate Net Worth. New York: The 

Ronald Press Company. 201 pp. $3.00 

*tSimpson, Thomas Marshall, Pireniay 
Zareh M. and Crenshaw, Bolling 
Mathematics of Finance. Second revise 
edition. New York: Prentice-Hall, Inc 
456 pp. $3.75. 

Sloan, Laurence Henry. Two Cyeles 
Corporation Profits, 1922-1933 and 1934- 
192? New York: Harper & Brothers. 43: 
pp. $4.50. 

Steiner, William Howard. Mercantile Credi: 
New York: Longmans, Green & Con- 
pany. 262 pp. $1.00. 


Foreign Trade 
Relations 


and International 


Haberler, Gottfried von. The Theor 
International Trade, with Its Application 
to Commercial Policy. New York: The 
Macmillan Company. 423 pp. $5.75. 

League of Nations, Economic Intelligence 
Service. Review of World Trade, 1935 
New York: World Peace Foundation 
85 pp. 60 cents. 

*Salter, Sir Arthur. World Trade and It. 
Future. Philadelphia: University of Penn- 
sylvania Press. 101 pp. $1.50. 

*Wright, Quincy, Editor. Neutrality and 
Collective Security. Chicago: University 
of Chicago Press. 277 pp. $2.50. 


Industrial Management and Lal 
Relations 


*Cornell, William B. Organization and 
Management in Industry and Business 
New York: The Ronald Press Compan} 
802 pp. $4.50. 

*Duddy, Edward A. and Freeman, Mart 
J. Written Communication in Busine 
New York: American Book Company 
527 pp. $3.50. 

Meriam, Lewis. Public Service and Specia 
Training. Chicago: University of CI 
cago Press. 92 pp. $1.50. 
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William E. and Kingsley, J. 
Public Personnel Administration. 
York: Harper & Brothers. 601 pp. 


n, Donald G. and Darley, John G. 
Women, and Jobs. Minneapolis: Uni- 
f Minnesota Press. 150 pp. $2.00. 
ince 
General Principles of 
rance. New York: Longmans, Green 
mpany. 250 pp. $1.00. 
Robert. The Mathematics of 
ulty Cancellations. Los Angeles: 
rance Textbooks. 379 pp. $5.00. 
Basil S. The A BC of Business 
srance Trusts. Boston: Bruce Hum- 
III pp. $2.00. 
er, E. W. Automobile Liability Insur- 
New York: McGraw-Hill Book 
ny, Inc. 321 pp. $3.00. 
Birchard E. Private Group Retire- 
Plans. Washington: Graphic Arts 
160 pp. $2.50. 


Francis T. 


ng, including Advertising 
vy, Hugh E., Jenkins, Robert B. and 
james C. Outlines of Marketing. 
rk: McGraw-Hill Book Com- 
. 324 pp. $2.75. 
Gordon C. Group Selling by 
Retailers. New York: American 
tute of Food Distribution. 196 pp. 


Cod 


John Russell. Principles of 
Merchandising. New York: Long- 
Green & Company. 221 pp. $1.00. 
Warren B. Advertising, Principles 

New York: Longmans, 

& Company. 220 pp. $1.00. 
Kenneth M. How to Write Adver- 
New York: Longmans, Green & 

183 pp. $1.00. 

Kenneth M. and Kaufman, M. Z. 
inship im Business. New York: 

per & Brothers. 229 pp. $2.75. 
, Michael. Dealer Display Advertising. 
York: The Ronald Press Company. 


D. $3.00. 
Kdmund P. Problems in Market- 


New York: McGraw-Hill Book 
mpany, Inc. 689 pp. $4.00. 
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Mack, Ruth Prince. Controlling Retailers. 
New York: Columbia University Press. 
551 pp. $4.50. 

Mercer, Frank A. and Gaunt, William, 
Editors. Modern Publicity. New York: 
Studio Publications. 128 pp. $4.50. 

*Wyman, Phillips. Magazine Circulation: 
An Outline of Methods and Meanings. 
New York: The McCall Company. 197 
pp. Distribution limited to advertising 
and sales executives. 


Money and Banking 


Brady, John Edson, Editor. Federal Bank- 
ing Laws 1936. Cambridge: Brady Pub- 
lishing Corporation. 452 pp. $3.75. 

*Foster, Major B. and Rodgers, Raymond, 
Editors. Money and Banking. New 
York: Prentice-Hall, Inc. 704 pp. $5.00. 

*Harr, Luther and Harris, W. Carlton. 
Banking Theory and Practice. Second 
edition. New York: McGraw-Hill Book 
Company, Inc. 616 pp. $4.00. 

League of Nations, Economic Intelligence 
Service. Commercial Banks. 213 pp. 
$1.85. Monetary Review. 59 pp. 65 cents. 
New York: World Peace Foundation. 

Myers, Margaret G. Paris as a Financial 
Centre. New York: Columbia University 
Press. 204 pp. $3.00. 

*Sullivan, Lawrence. Prelude to 
Washington: Statesman Press. 
$3.00. 

*Tonks, William. Confusion among Banks. 
Washington: Published by the author, 
1808 I Street. 167 pp. $1.00. 

Weissman, Rudolph L. The New Federal 
Reserve System: The Board Assumes 
Control. New York: Harper & Brothers. 
313 pp. $3.00. 


Pa n 1C . 


120 pp. 


Public Business 

*Gaus, John M., White, Leonard D. and 
Dimock, Marshall E. The Frontiers of 
Public Administration. Chicago: Uni- 
versity of Chicago Press. 146 pp. $2.00. 

*Harrison, Leonard V. and Laine, Eliza- 
beth. After Repeal. New York: Harper & 


3rothers. 296 pp. $2.50. 
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*Public Administration Service, No. §2. 
Unemployment a Admints- 
tratio 1 Wisconsin and New Hampshire 
by Walt er eaenertaeng dd pp. $1.00. 

*Public Administration Service, No. 53. 
The Administration of Old Age Assistance 
in Three States by Robert T. Lansdale 
and associates. Chicago: Public Adminis- 
tration Service. 78 pp. $1.00. 


hi 


*Whitehead, T. N. Leadership in a Free 
Society. Cambridge: Harvard University 
Press 200 I p. $2.00. 


Public Fi 
Magill, Roswell. 


nance 


Income. New 


Taxable 


York he Ronald Press Company. 446 
pp. $5.00 
Stamp, Sir Jos The Fundamental Princi- 


les of Taxa ation in the Light of Modern 


Developments. New and revised edition. 


New York: The Macmillan Company. 
233 pp. $4.00. 
Studensky, Paul, Editor. Taxation and 


Public Policy. New York: Richard R. 


oot 4 
Smith 267 pp. p3.00. 


Public Utilities 


Ostrolenk, Bernhard. Electricity: For Use 
or for Profit? New York: Harper & 
Brothers. 221 pp. $2.00. 

*Wilson, G. Lloyd, Herring, James M. and 
Eutaler, R land B. Public Utility Indus- 
tries. New York: McGraw-Hill Book 
Company, Inc. 412 pp. $3.50. 

Statistr 

*lowa Engineering Experiment Station, 
Bulletin 25. Statistical Analyses of 
Industrial Property Retirements by Robley 
Winfrey. Ames: Iowa State C lege. 
170 pp. 


Statistical 


New 


Love, H. H. 
Methods to Agr 


Application of 
tcultural Research. 


York: G. E. Stechert & Company. 501 
pp. $3.00 
pp. $3. 
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Blackett. Ann Arbor: University 9 
Michigan Bureau of Business Research 
67 pp. $1.00. 


Transportation and Communication 


Herring, J. M. and Gross, Gerald C. Tel 

communications: Economics and Regy 
New York: McGraw-Hill Book 
Inc. 554 pp. $5.00. 


lation. 
Company, 


General and Miscellaneous 

Fitz Patrick, Paul K. The Problem of 
Business Failures. Washington: Pub 
lished by the author, 4119 13th Place 
N.E. 157 pp. $2.25. 

Fritz, Wilbert G. and Veenstra, Theodore 
Arthur. Regional Shifts in the Bituminous 
Coal Industry. Pittsburgh: Bureau of 

3usiness Research, University of Pitts 

214 pp. $2.00. 

Abram L. The Negro as Capitalis. 


burgh. 
*Harris, 


Philadelphia: American Academy of 
Political and Social Science. 217 pp. 
$3.00. 

Hopkins, John Abel. Elements of Farm 


Management. aes York: Prentice-Hall, 
Inc. 407 pp. $2.20. 

Kallen, Horace M. The Decline and Rise 
of the Consumer. New York: D. Apple- 
ton-Century Company. 504 pp. $2.75. 

*Neifeld, Morris R. Cooperative Consumer 
Credit. New York: Harper & Brothers. 
233 pp. $2.50. 

Prentice, E. P. Farming for Famine. 
Garden City, New York: Doubleday, 
Doran & Company. 155 pp. $1.25. 

*Reading List on Business Administration, 
A. Hanover: Amos Tuck School of 
Administration and Finance, Dartmouth 
College. 62 pp. 30 cents. 

*Starch, Daniel, Stanton, Hazel M. and 
Koerth, Wilhelmine. Controlling Human 
Behavior. New York: The Macmillan 
Company. 638 pp. $4.00. 

Wolf, Howard and Wold, Ralph. Rubber: 
A Study of Glory and Greed. New York: 
Covici, Friede, Inc. 533 pp. $4.25. 
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